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This  diagram  pictures  1 
It  is  based  on  the  schedule  of  the 
reached  until  the  later  years  o 
begin  in  1928-29.  The  arrow 
of  European  Governments  out 


M  AVERAGE  ANNUAL  PAYMENTS  UNDER  THE  DAWES  PLAN  AND  THE  DEBT 


SETTLEMENTS 

s  the  ultimate  relationship  between  the  Dawes  Plan  and  the  debt  funding  agreements. 
:he  maximum  average  annual  payments,  which,  with  the  exception  of  Germany,  will  not  be 
I  of  the  operation  of  the  settlements.  The  maximum  reparation  payments  from  Germany 
w  pointing  from  New  York  indicates  the  possibility  of  payments  being  made  on  the  part 
•ut  of  receipts  of  private  loans  from  America. 
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The  United  States  and  the  War  Debts 

A  Memorandum 


SETTLEMENT  of  inter-governmental 
debts  arising  out  of  the  war  continues 
I  to  be  an  outstanding  problem  in  the  rela- 
r  tions  of  the  United  States  with  the  debtor 
I  nations  of  Europe.  Although  formal  debt- 
I  funding  agreements  have  been  negotiated 
with  thirteen  of  the  sixteen  European  gov- 
,  ernments  owing  obligations  to  the  United 
States,  the  fundamental  issues  involved  in 
the  debt  problem  remain  unsettled.  Inter¬ 
governmental  debts  cannot  be  liquidated 
merely  by  the  negotiation  of  formal  diplo¬ 
matic  agreements.  In  the  final  analysis 
the  repayment  of  war  debts  to  the  United 
States  involves  profound  economic  adjust¬ 
ments  which  must  have  their  effect  upon 
the  industry  and  commerce  of  all  nations 
concerned. 


THE  ISSUES 

The  points  raised  in  popular  discussions 
of  the  debt  problem  from  the  American 
I  point  of  view  may  be  grouped  under  three 
I  general  heads: 

1.  The  ethical  problem. 

Is  the  United  States  morally  justi¬ 
fied  in  insisting  upon  the  collection  of 
the  debts  up  to  the  limit  of  the  debtor 
nations’  “capacity  to  pay’’? 

2.  The  economic  problem. 

What  saving  to  the  American  tax¬ 
payers  will  result  from  the  execution 
of  the  funding  agreements  and  what 
will  be  the  indirect  effects  of  collec¬ 
tion  on  American  industry  and  com¬ 
merce? 

3.  The  political  problem. 

Apart  from  the  questions  of  moral 
justice  and  economic  wisdom,  is  the 
execution  of  the  debt-funding  agree¬ 
ments  expedient  from  the  purely  politi¬ 
cal  standpoint? 

It  is  obviously  impossible  to  give  a 
definite  answer  to  any  of  these  questions 
since  every  conclusion  must  depend  upon 


the  personal  interpretation  that  is  given  to 
the  facts.  This  report  is  limited  strictly 
to  an  objective  statement  of  the  essential 
facts  themselves. 


AMERICAN 
WAR  LOANS 

Between  April  1,  1917,  and  November 
30,  1920,  the  United  States  loaned  a  total 
of  $10,338,000,000^  to  twenty  different 
countries  in  various  parts  of  the  world. 
These  loans  were  given  Congressional 
authority  as  follows: 

1.  The  Liberty  Loan  Acts,  which  author¬ 
ized  the  Secretary  of  the  Treasury  to  make 
advances  to- countries  engaged  in  war  with 
enemies  of  the  United  States.  Congress 
authorized  loans  to  the  extent  of  $10,000,- 
000,000  under  the  authority  of  four  suc¬ 
cessive  Liberty  Loan  Acts  as  follows:® 


Act  of  April  24,  l'.)17 . $  3,000,000,000 

Act  of  September  24,  1917 .  4,000,000,000 

Act  of  April  4,  1918 .  1,500,000,000 

Act  of  July  9,  1918 .  1,500,000,000 


$10,000,000,000 


The  countries  to  which  these  loans  were 
made  and  the  amounts  borrowed  by  each 
are  shown  as  follows:^ 


Belgium  . $ 

Cuba  . . . . 

Czechoslovakia  . 

France  . 

Great  Britain  . 

Greece  . . 

Italy  . . 

Liberia  .  . . 

Rumania  . 

Russia  . 

Jugoslavia  . 


349,214,000 

10,000,009 

61,974,000 

2,997,478,000 

4,277,000,000 

15,000,000 

1,648,034,000 

26,000 

25,000,000 

187,730,000 

26,780,000 


2.  Another  series  of  Congressional  Acts 
authorized  war  supplies  and  relief  loans 
as  follows: 


‘U.  S.  Treaa.  Dept.  .dn.  Kept,  on  State  of  Finances.  1919-20. 
nbld.  p.  63. 

*U.  S.  Treas.  Dept.  A>i.  Rent,  on  State  of  Finances.  1926-26. 
p.  19. 
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a.  Act  of  July  9,  1918,  authorizing  the 
President,  through  the  head  of  any 
Executive  Department,  i;o  sell  any  sur¬ 
plus  war  supplies  on  such  terms  as  the 
head  of  that  Department  deemed 
prudent. 

b.  The  Act  of  February  25,  1919,  which 
appropriated  $100,000,000  as  a  revolv¬ 
ing  fund  for  the  participation  by  the 
United  States  at  the  discretion  of  the 
President  in  furnishing  foodstuffs  and 
other  urgent  supplies  to  certain  popula¬ 
tions  in  Europe  and  contiguous  coun¬ 
tries. 

c.  The  Act  of  March  30,  1920,  which 
authorized  the  United  States  Grain  Cor¬ 
poration,  with  the  approval  of  the  Sec¬ 
retary  of  the  Treasury,  to  sell  the  flour 
in  its  possession,  not  to  exceed  five  mil¬ 
lion  barrels,  on  such  terms  as  might  be 
necessary  to  relieve  the  population  in 
certain  countries  of  Europe.  The  total 
advances  made  under  the  war  supplies 
and  relief  acts  amounted  to  $739,- 
000,000  distributed  among  the  various 
countries  as  follows:^ 

Armenia  . $  11,959,000 

Austria  .  24,055,000 

Belgium  .  29,872,000 

Czechoslovakia  .  29,905,000 

Estonia  .  13,998,000 


Country 


— ^Pre'Armbtice- 


Casb  Loans 


-PobT'Armistjce- 


Finland  . . .  8,281,000 

France  .  407,341,000 

Hungary  . !..  1,685,000 

Latvia  .  5,132,000 

Lithuania  .  4,981,000 

Nicaragua  .  . . .  166,000 

Poland  .  159,666,000 

Rumania  . . . .  12,922,000 

Russia  .  4,871,000 

Jugoslavia  . 24,978,000 

Total  . %  739,821,000 

The  total  advances  to  foreign  govern¬ 
ments  amounted  to  $10,338,000,000.  Out 
of  this  amount  $9,598,000,000  were  ad¬ 
vanced  under  the  authority  of  the  Liberty 
Loan  Acts,  of  which  $7,077,000,000  were 
advanced  previous  to  the  armistice  and 
$2,521,000,000  of  loans  were  extended 
after  the  signing  of  the  armistice.  The 
total  advances  made  under  the  war  sup¬ 
plies  and  relief  acts  amounted  to  $739,- 
000,000  and  were  practically  all  made 
after  the  signing  of  the  armistice.®  The 
following  statement,  prepared  by  Mr. 
Louis  E.  Van  Norman  of  the  Department 
of  Commerce  from  the  official  Treasury  re¬ 
ports,  shows  the  official  amounts  of  pre¬ 
armistice  and  post-armistice  indebtedness 
of  foreign  governments  to  the  United  States 
and  the  repayments  which  were  made  on 
the  principal  up  to  the  date  of  the  funding 
agreements.® 


Cash  Loans 


Armenia . 

Austria . 

Belgium . 

Cuba . 

Czechoslovakia 

Estonia . 

Finland . 

France . 

Great  Britain . . 

Greece . 

Hungary . 

Italy . 

Latvia . 

Liberia . 

Lithuania . 

Nicaragua . 

Poland . 

Rumania . 

Russia . 

Jugoslavia’. . . . 


$171,780,000.00 

10,000,000.00 


$177,434,467.89 

61,^4.041.16 


War  Supplies  and 
Relief  Supplies 

$11,959,917.49 
24.055,708  92 
29,872,732.54 


1,970,000,000.00 

3,696,000,000.00 


1.027,477,800.00 

581,000,000.00 

15,000,000.00 


29.905,629.93 

13.999,145.60 

8,281,926.17 

407341.145.01 


1,031,000,000.00 


617,034,050.90 
’  '26,000  66 


187,729,750.00 

10,605,000.00 


$7,077,114,750.00 


25.000.000.00 

I6’.i75.^5.56 


$2,521,121,825.45 


1,685,835.61 

s.iiiasi.u 

4.981,6^.63 

166,604.14 

159.666,972.39 

12.922,675.42 

4,871,547.37 

24,978.020.99 


Total 

Indebtedness 

$11,959,917.49 

24.055,708.92 

379,087,200.43 

10.000,000.00 

91,879.671.03 

13,999.145.60 

8.281,926.17 

3,404,818,945.01 

4.277,000,000.00 

15,000,000.00 

1,685,835.61 

1.648.034.050.90 

5.132.28714 

26,000.00 

4,981.628.03 

166,604.14 

159,666,972.39 

37522.675.42 

192,601,29737 

51,758,486.55 


Repayments 
of  Principal 


$2,057,630.37 

10.000.000.00 


64.302,901.29 

202,181.641.56 


Net 

Indebtedness 

$11,959,917.49 

24,055,708.92 

377,029.570.06 


364,319.28 


138,721.15 

i’.’^8,'(»’2.62 


91,879.671.03 

13,999,145.60 

8.281,926.17 

3,340.516,043.72 

4,074.818,358.44 

15,000,000.00 

1,685,835.61 

1,647.669,731.62 

5,132,287.14 

26,000.00 

4,981,628.03 

27,882.99 

159,666,97239 

36,124,043.40 

192,601.29737 

51.037.88639 


720.600.16  51.037.88639 


$281,564,445.83  $10,056,493.90637 


*U.  8.  Treas.  Dept.  An.  Kept,  on  State  of  Finances.  1924-25. 
p.  49. 


»U.  8.  Treas.  Dept.  An.  Kept,  on  State  of  Finances,  1919-2* 
'Van  Norman,  D.  E.  Europe’s  Moral  and  Material  ObUgatioM 
to  America,  (Current  History  Magazine.  Dec.  1926.  p.  Sll-21.) 
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VAR  DEBTS 

and  reparations 

The  debts  of  the  various  nations  to  the 
United  States  cannot  be  regarded  as  an 
isolated  situation  apart  from  the  general 
world  problem  of  inter-governmental  in¬ 
debtedness.  Under  the  terms  of  the  debt¬ 
funding  agreements  and  the  Dawes  Plan 
the  inter-governmental  debt  situation 
among  the  larger  nations  is  somewhat  as 
follows.  Germany,  on  the  one  hand,  is  the 
general  debtor  with  obligations  owing  to 
all  the  Allied  governments.  The  United 
States,  on  the  other  hand,  is  the  general 
creditor  holding  the  obligations  of  practic¬ 
ally  all  the  European  belligerents.  Great 
Britain,  France,  Italy  and  Belgium  occupy 
a  middle  position,  being  both  debtors  and 
creditors.  Great  Britain’s  maximum  re¬ 
ceipts  from  Germany  and  Italy  under  the 
terms  of  the  debt-funding  agreements  with 


those  countries  amount  approximately  to 
$200,000,000  and  her  maximum  average 
annual  payments  to  the  United  States 
amount  to  $184,000,000.  The  maximum 
annual  receipts  that  France  is  due  to  re¬ 
ceive  from  Germany  under  the  Dawes  Plan 
amount  to  $258,000,000  and  she  is  obli¬ 
gated  to  pay  to  the  United  States  and  Great 
Britain  under  the  proposed  debt-funding 
agreements  approximately  $193,000,000. 
The  maximum  annual  receipts  of  the 
Italian  government  from  Germany  amount 
to  about  $50,000,000,  while  her  maximum 
average  annual  payments  to  Great  Britain 
and  the  United  States  total  about  $86,- 
000,000.  Belgium’s  maximum  receipts 
from  Germany,  on  account  of  reparations, 
amount  to  about  $40,000,000  annually 
while  her  maximum  average  annual  pay¬ 
ment  to  the  United  States  is  about  $13,- 
000,000. 


HOW  THE  DEBTS  WERE  CONTRACTED 


When  the  United  States  entered  the  war 
inter-governmental  borrowing  by  the 
Allies  amounted  to  approximately  $8,000,- 
000,000,  a  large  part  of  which  had  been 
loaned  by  Great  Britain.  Great  Britain, 
during  this  period,  was  the  banker  for  the 
Allies  and  occupied  somewhat  the  same 
position  as  that  in  which  the  United  States 
found  itself  after  April  6,  1917.  Being  un¬ 
able  immediately  to  put  a  numerically 
effective  army  into  the  field  Great  Britain 
loaned  to  Russia,  France,  Italy,  the  Do¬ 
minions,  Rumania,  Serbia,  Montenegro, 
Portugal  and  Greece.  Of  the  total 
amount  of  inter-Allied  borrowing  of  ap¬ 
proximately  $8,000,000,000  during  this 
period  Great  Britain,  according  to  Mr. 
Harvey  Fisk,  loaned  close  to  $6,000,000,000 
of  the  total  amount.’ 

AMERICAN 

neutrality 

The  United  States,  as  a  neutral  during 
this  period,  did  not  officially  participate  in 
‘ny  of  these  financial  operations,  but  never- 

H.  E.  Intcr-Ally  Debts. 


theless  a  part  of  the  Allied  credits  came 
from  private  American  sources.  The 
United  States  was  in  a  position  to  supply 
the  European  governments  with  most  of 
the  commodities  essential  to  the  prosecu¬ 
tion  of  the  war,  including  clothing,  food¬ 
stuffs,  machinery  and  other  goods  neces¬ 
sary  for  the  maintenance  of  the  armies  and 
the  support  of  the  civilian  populations. 
These  goods  were  paid  for  by  England,  in 
part  by  selling  back  to  Americans  large 
blocks  of  the  securities  of  American  cor¬ 
porations  in  which  British  nationals  had 
been  the  largest  foreign  investors  previous 
to  the  war.  British  government  bonds  and 
Treasury  bills  also  were  sold  actively  in 
American  markets.  One  of  the  most  con¬ 
spicuous  private  grants  of  credit  during 
this  period  was  the  $500,000,000  five  per 
cent  Anglo-French  bond  issue  of  1915 
which  was  floated  by  an  American  banking 
syndicate  under  the  leadership  of  J.  P. 
Morgan  &  Co.  The  French  Government 
borrowed  heavily  from  private  American 
resources  by  much  the  same  means  as 
Great  Britain,  although  not  in  such  large 
amounts. 
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AMERICAN 

PARTICIPATION 

When  the  United  States  entered  the  war 
on  April  6,  1917  the  Allied  governments 

had  almost  reached  the  end  of  their  finan¬ 
cial  resources  and  it  became  apparent  that 
because  of  the  comparative  military  un¬ 
preparedness  of  the  United  States,  the  im¬ 
mediate  contribution  of  the  United  States 
would  have  to  be  a  financial  one.  Presi¬ 
dent  Wilson,  in  his  message  to  Congress 
on  April  2,  1917,  called  for  “the  organiza¬ 
tion  and  mobilization  of  all  the  material 
resources  of  the  country  to  supply  the 
materials  of  war  and  serve  the  incidental 
needs  of  the  nation  in  the  most  abundant 
and  yet  the  most  economic  and  efficient 
way  possible.”  The  President  further  de¬ 
clared  that  this  would  render  necessary 
not  only  “the  most  practical  co-operation, 
council  and  action  with  the  governments 
now  at  war  with  Germany,”  but  also,  “the 
extension  to  these  governments  of  the  most 
liberal  credits  in  order  that  our  resources 
may  so  far  as  possible  be  added  to  theirs.” 

LOANS 
NOT  GIFTS 

Congress  acted  upon  the  President’s  war 
program  almost  immediately  and  the  first 
Liberty  Loan  Act  authorizing  a  bond  issue 
of  $5,000,000,000  and  a  loan  amounting  to 
$3,000,000,000  to  be  issued  to  countries 
“engaged  in  war  with  enemies  of  the  United 
States”  was  signed  by  the  President  and  be¬ 
came  a  law  on  April  24,  1917.  There  was 
nothing  in  the  first  Liberty  Loan  Act  nor 
any  of  the  subsequent  Acts  passed  by  Con¬ 
gress  which  would  indicate  that  the  exten¬ 
sion  of  credits  to  the  Allied  governments  was 
“a  joint  contribution  to  a  common  cause.” 
The  Liberty  Loan  Acts  specifically  re¬ 
stricted  the  loans  to  “governments  engaged 
in  war  with  enemies  of  the  United  States” 
and  limited  the  purpose  for  which  the 
loans  were  to  be  granted  to  the  prosecu¬ 
tion  of  the  war,  instructing  the  Secretary 
of  the  Treasury  “to  enter  into  such  arrange¬ 
ments  as  may  be  necessary  or  desirable  for 
establishing  such  credits  and  for  purchas¬ 
ing  such  obligations  of  foreign  govern¬ 
ments  and  for  the  subsequent  payment 

®U.  S.  Treas.  Dopt.  Am.  Rept,  on  State  of  Finances.  1919-20. 


thereof  before  maturity.”*  It  also  author¬ 
ized  the  Secretary  to  apply  payments  from 
foreign  governments  to  the  retirement  of 
outstanding  Liberty  Bonds.  In  following 

out  the  instructions  of  the  Liberty  Loai 

Acts,  the  Secretary  of  the  Treasury  re¬ 
quired  the  representatives  of  the  borrowing 
governments  to  sign  promissory  notes  for 
their  indebtedness  in  much  the  same  man¬ 
ner  as  would  be  required  from  a  borrower 
in  an  ordinary  commercial  transaction.’ 
From  a  purely  legal  point  of  view,  there¬ 
fore,  it  is  clear  that  the  advances  made  to 
the  Allies  under  the  authority  of  the  Lib¬ 
erty  Loan  Acts  were  in  the  nature  of  loans 
for  which  provisions  were  made  for  future 
repayment,  and  they  can  in  no  way  be 
interpreted  as  a  gift  on  the  part  of  the 
United  States. 

“CONTRIBUTIONS  TO 
THE  COMMON  CAUSE” 

While  it  is  true  that  from  the  legal  point 
of  view  the  loans  extended  by  the  United 
States  to  the  Allied  governments  were  in 
the  nature  of  ordinary  commercial  trans¬ 
actions,  there  is  considerable  evidence 
that  the  United  States  would  have  provided 
the  Allied  governments  with  credits 
whether  or  not  they  were  ever  to  be  repaid. 
Ambassador  Page,  writing  to  his  brother 
from  London,  advocated  a  gift  of  one  bil¬ 
lion  dollars  to  France  and  “a  big  loan  to 
Great  Britain  at  a  low  rate  of  interest.”" 
The  attitude  of  many  leaders  in  both 
houses  of  Congress  was  expressed  in  the 
Congressional  debate  on  the  first  Liberty 
Loan  as  follows : 

Representative  Kitchin,  Chairman  of 
the  Ways  and  Means  Committee  of  the 
House,  and  the  author  of  the  bill,  said: 
“You  will  understand  that  they  will  be 
fighting  with  our  money  their  battles  and 
will  be  fighting  with  our  money  our  battles, 
and  too.  ...  we  are  of  the  opinion  that 
most  of  this  money  that  we  will  loan  to  the 
Allies  for  the  purchase  of  their  arms  will 
have  to  be  expended  in  the  United  States." 

Representative  Fitzgerald,  Chairman  of 
the  Appropriations  Committee,  declared: 

■See  Annex  I,  form  of  Certificate  of  Indebtedness. 

‘"Fisk,  H.  E.  Inter-Ally  DeVts.  p.  176. 
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U.  S.  AND  THE  War  Debts 


“I  should  gladly  vote  to  give  $6,000  million 

to  the  nations  arrayed  on  the  same  side 
with  US  if  we  could  win  this  war  without 
sacrificing  American  blood  and  American 
lives.  I  have  little  sympathy  with  the  sug¬ 
gestion  that  possibly  we  will  not  get  our 

money  back.  I  care  not  so  much  if  we  do, 
if  American  blood  and  American  lives  be 
preserved  by  the  granting  of  the  money.” 

Congressman  Rainey  stressed  much  the 
same  idea  when  he  stated  that,  “We  are  not 
making  this  loan  for  the  purpose  of  mak¬ 
ing  an  investment  of  our  funds.  We  are 
making  this  loan  in  order  to  further  our 
interests  primarily  in  this  world  war^and 
from  that  moment  when  the  Congress  of 
the  United  States  declared  that  a  state  of 
war  existed  between  this  country  and  Ger¬ 
many  every  blow  struck  at  Germany  by 
any  of  her  enemies  was  struck  also  in  our 
interest.” 

Representrative  Madden  said:  “If  the 
men  who  have  not  the  money  and  are  able 
to  fight  are  willing  to  fight  and  offer  their 
lives  for  the  preservation  of  the  American 
army  and  for  the  liberty  of  the  world,  then 
the  men  who  are  not  able  to  fight  but  who 
have  had  the  good  fortune  to  make  money 
ought  to  help  to  pay  the  bill.  .  .  .  Every¬ 
one  knows  that  we  will  not  have  an  army 
in  the  field  for  a  year  or  more  than  a  year, 
and  our  duty  to  posterity  and  to  liberty 
is  to  do  everything  we  can  do  to  win  the 
victory  for  the  American  people  and  for 
the  liberty  of  the  world.” 

THE  DEBATE 
IN  THE  SENATE 

Very  much  the  same  sentiments  were  ex¬ 
pressed  in  the  Senate  as  in  the  House  of 
Representatives.  The  late  Senator  Cum¬ 
mings  of  Iowa  expressed  his  desire  to  make 
an  outright  gift  to  the  Allied  governments 
as  follows : 

“I  am  perfectly  willing  to  give  to  any  of  the 
Allied  nations  the  money  which  they  need  to  carry 
on  our  war,  for  it  is  now  ours.  I  would  give  to 
them  just  as  freely  as  I  would  vote  to  keep  an 
army  or  to  maintain  a  navy  of  our  own,  but  I 
should  shrink  from  the  consequences  that  will 
in  all  human  probability  follow  from  the  course 
which  is  suggested  in  this  bill.  I  should  like 
to  give  to  the  Allied  nations  $3,000  million,  if 
they  need  the  contribution,  with  never  a  thought 


of  its  repayment  at  any  time  under  any  circum¬ 
stances.  I  should  like  to  give  that  or  whatever 

sum  may  be  needed  as  our  donation  to  one  phase 
of  our  own  war,  but  I  fear  that  in  the  years  to 
come  the  fact  that  the  United  States  has  in  its 
possession  bonds  of  these  great  countries  which 

when  they  emerge  from  the  war  will  all  be  bank¬ 
rupt,  will  create  an  embarrassment  from  which 
the  men  of  these  days  will  find  it  difficult  to 
escape. 

“I  think  it  will  cost  us  more  to  take  those 
bonds  and  hold  them  against  these  governments 
than  it  would  cost  us  to  give  the  money  with 
a  generous  and  patriotic  spirit  to  do  something 
which  for  the  time  being — for  the  moment — we 
are  unable  to  do  with  our  own  army  and  navy.” 

Senator  Smoot  of  Utah,  now  Chairman 
of  the  Finance  Committee  of  the  Senate 
and  a  member  of  the  United  States  Debt- 
Funding  Commission,  who  negotiated  the 
present  debt-funding  agreements,  in  the  de¬ 
bate  in  1917,  declared: 

“The  $3,000  million  which  we  are  perhaps  to 
raise  by  a  bond  issue  advancing  it  to  the  Allies, 
I  believe,  Mr.  President,  will  all  be  repaid,  but 
if  it  should  not  be,  or  if  not  one  penny  of  it 
is  returned,  I  wish  to  say  that  every  penny  of 
it  will  be  expended  for  the  defense  of  the  prin- 
'  ciples  in  which  we  believe  and  which  we  entered 
the  war  to  uphold.  Mr.  President,  I  believe 
that  every  dollar  that  will  be  expended  under 
the  provisions  of  this  bill.  .  .  .will  be  for  the 
benefit  of  the  United  States,  whether  spent  by 
us  or  by  the  Allies.” 

“OBLIGATION 
TO  FRANCE” 

The  debate  on  the  First  Liberty  Loan  Act 
brought  out  a  general  expression  of  ap¬ 
preciation  of  the  part  that  France  had 
played  in  the  American  Revolution  and 
drew  a  parallel  between  the  circumstances 
surrounding  French  aid  to  America  in  the 
War  of  Independence  and  the  circum¬ 
stances  of  the  war  which  existed  in  1917. 
These  generous  expressions  doubtless  ex¬ 
plain  in  part  the  present  disappointment 
of  France  with  respect  to  the  Mellon- 
Berenger  agreement. 

Representative  Montague  of  Virginia, 
speaking  in  the  House  on  April  14,  1917, 
said : 

“The  world  today  beholds  the  agony  and  glory 
of  France;  civilization  itself  is  moved  by  her 
heroic  resistance  to  the  colossal  forces  now 
battling  to  extinguish  her  republican  institutions 
and  to  tear  asunder  the  very  fabric  of  her 
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liberties.  So  I  have  hoped  that  today  our  great 
nation  might,  through  their  representatives  in 
this  hall,  at  least  write  into  this  bill  a  forebear- 
ance  and  remittance  upon  any  French  bonds 

purchased  by  the  American  Government . 

“Mr.  Chairman,  has  our  republic  forgotten  its 
weakness  and  its  dire  extremities  in  the  days  of 

its  infancy? . I  can  never  subscribe  to  a 

view  that  would  prevent  this  nation  from  making 
discrimination  in  behalf  of  the  nation  that  made 
the  existence  of  this  republ  c  possible.” 

Representative  Graham  of  Pennsylvania, 
in  commenting  upon  the  speech  of  Mr. 
Montague  said : 

“I  cordially  agree  with  the  thought  and  wish 
it  were  practicable  to  put  an  amendment  in  this 


bill  so  that  we  might  at  this  time,  when  th 
situation  is  so  exactly  analagous  to  what  it  vu 
in  the  Revolutionary  period,  say  to  France,  % 
will  make  you  a  loan,  the  interest  upon  that  loas 
shall  be  remitted,  and  that  loan  itself  shall  be 
payable  at  your  pleasure.’  True,  France  wa 
fighting  England  in  those  days;  but  we  are  fight 
ing  Germany.  True,  she  loaned  us  money  with¬ 
out  interest.  She  gave  us  men,  she  gave  us  the 
immortal  Lafayette  to  help  Washington  in  the 
dark  hours  of  the  American  Revolution,  and  it 
would  be  but  a  small  thing  for  us  now  to  sho« 
that  the  old  remark  is  without  truth,  that  ‘repab- 
lies  are  ungrateful’;  to  show  to  the  world  thit 
America  with  her  higher  ideals  is  prepared  t« 
set  a  new  standard  of  action  among  the  nationi 
of  the  earth.” 


HOW  THE  CREDITS  WERE  USED 


The  advances  to  the  Allied  governments 
were  in  no  case  made  in  actual  money, 
but  rather  in  the  form  of  credits  estab¬ 
lished  with  the  Federal  Reserve  Bank, 
upon  which  the  Allied  governments  were 
allowed  to  draw  in  order  to  pay  for  goods 
purchased  in  the  United  States.  Practic¬ 
ally  the  entire  amount  of  advances  made 
by  the  Secretary  of  the  Treasury  was  used 
in  purchasing  American  supplies.  The 
purchases  of  the  Allied  governments  were 
handled  through  a  commission  with  head¬ 
quarters  at  Washington.  The  members  of 
this  Commission,  Bernard  Baruch,  Robert 
S.  Lovett  and  Robert  S.  Brookings,  were 
also  members  of  the  War  Industries  Board, 
and  were,  therefore,  able  to  coordinate  the 


purchases  of  the  United  States  with  those 
of  the  Allied  governments.  In  this  waj 
the  expenditure  of  the  money  loaned  to 
the  Allied  powers  was  under  the  direct 
supervision  of  the  Treasury  Department 
and  a  committee  of  the  War  Industries 
Board.  The  foreign  governments  were  re¬ 
quired  to  report  to  the  United  States  Treas¬ 
ury  an  itemized  statement  of  their  expendi¬ 
tures  and  the  Treasury  advanced  the  credit 
in  order  to  enable  the  governments  to  pay 
for  the  materials  purchased. 

EXPENDITURES  OF  THE 
ALLIED  GOVERNMENTS 

The  purpose  for  which  these  advances 
were  used  is  reported  by  the  United  States 
Treasury  as  follows 


Munitions,  including  remounts  . $  2,493,610,000 

Munitions  for  other  governments  .  205,495,000 

Exchange  and  cotton  purchases  .  2,644,783,000 

Cereals  .  1,422,476,000 

Other  foods  .  1,629,726,000 

Tobacco  .  145,100,000 

Other  supplies  . 613,107,000 

Transportation  . 136,083,000 

Shipping  . 173,397,000 

Interest  . 730,504,000 

Maturities  .  648,246,000 

Relief  . 538,188,000 

Silver  . 267,943,000 

Food  for  Northern  Russia  . 7,029,000 

Purchases  from  Neutrals  .  18,718,000 

Special  credit  against  credits  to  be  established  for  United  States  Gov¬ 
ernment  war  purchases  in  Italy .  25,000,000 

Miscellaneous  .  168,530,000 


$11,867,943,000 


“Idem. 
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loans  for  “COMMERCIAL”  AS 
distinguished  from  “WAR”  PURPOSES 

There  has  been  considerable  objection 
to  including  in  the  war  accounts  of  the 
Allied  governments  certain  expenditures 
which  it  is  claimed  were  not  made  strictly 
for  war  purposes.  As  will  be  seen  from 
the  above  table,  the  Allied  governments 
borrowed  considerable  sums  for  the  pur¬ 
pose  of  pegging  their  exchange,  for  provid¬ 
ing  food  for  their  civilian  population  and 
in  some  cases  in  order  to  pay  off  maturities 
on  previously  contracted  commercial  loans. 
Secretary  Mellon,  in  his  reply  to  Mr.  Fred¬ 
erick  W.  Peabody,  on  July  14,  1926,  said, 
“It  must  be  remembered  that  England  bor¬ 
rowed  a  large  proportion  of  its  debt  to  us 
for  purely  commercial  as  distinguished 
from  war  purposes — ^to  meet  its  com¬ 
mercial  obligations  maturing  in  America, 
to  furnish  India  with  silver,  to  buy  food  to 
be  resold  to  its  civilian  population,  and  to 
maintain  exchange.  Our  loans  to  England 
were  not  so  much  to  provide  war  supplies 
as  to  furnish  sterling  for  home  and  foreign 
needs  and  to  save  England  from  borrowing 
from  its  own  people.” 

In  his  reply  to  the  criticisms  of  the  pro¬ 
fessors  of  Columbia  and  Princeton  Univer¬ 
sities  on  March  16,  1927,  Secretary  Mellon 
carried  this  argument  even  further.  He 
said: 

“We  purchased  supplies  and  services  from 
France  and  the  British  Empire  by  hundreds  of 
millions.  They  had  to  be  paid  for  in  francs  and 
in  pounds.  We  did  not  get  those  francs  and 
pounds  on  credit — we  paid  cash  for  them,  except 
possibly  in  a  few  comparatively  minor  instances. 
In  other  words,  we  paid  cash  for  the  goods  and 
services  necessary  to  enable  us  to  make  our  joint 
contribution  to  the  common  cause.  Our  associ¬ 
ates  got  the  goods  and  services  purchased  in  this 
country  necessary  to  enable  them  to  make  that 
part  of  their  joint  contribution  on  credit.  Here 
is  the  fundamental  reason  which  explains  why 
we  ended  the  war  with  every  one  owing  us  and 
our  owing  no  one. 

“We  are  now  urged  to  cancel  these  debts  be¬ 
cause  it  is  alleged  that  they  were  incurred  in 
a  common  cause,  but  neither  abroad  nor  in  this 
country  has  it  been  suggested  that  if  this  is  to 
be  done  we  are  to  be  reimbursed  the  dollars 
actually  expended  by  us  in  France  and  Great 
Britain  so  that  the  goods  and  services  they  sold 
us  might  constitute  their  contribution  to  the 
common  cause. 


“In  this  connection,  one  other  fact  may  well 
be  called  to  your  attention.  Among  the  purposes 
for  which  we  made  dollar  advances  was  that  of 
maintaining  the  franc  and  the  pound  at  some¬ 
where  near  their  normal  values.  In  other  words, 
we  loaned  our  associates  the  dollars  with  which 
to  purchase  bills  on  London  and  Paris  and  so 
permit  them  to  peg  the  exchanges. 

“When  we  were  obliged  to  purchase  francs 
and  sterling  for  our  own  uses  in  the  Paris  and 
London  markets,  we  did  so  at  the  artificial  prices 
maintained  by  the  use  of  the  very  funds  we  had 
loaned.” 

In  the  final  analj^sis,  the  force  of  these 
arguments  depends  upon  what  distinction 
is  made  between  “commercial”  and  “war” 
purposes.  In  a  war  such  as  the  last  one, 
which  involved  the  use  of  the  entire  re¬ 
sources  of  the  nation,  civil  as  well  as  mili¬ 
tary,  it  is  extremely  difficult  to  distinguish 
between  war  and  non-war  expenditures. 
The  National  Industrial  Conference  Board, 
in  their  preliminary  study,  “The  Inter-Ally 
Debts  and  the  United  States,”  had  the  fol¬ 
lowing  to  say  in  regard  to  attempts  to 
classify  the  war-time  expenditures  into 
such  categories.  “Moreover,  on  careful 
definition,  the  distinctions  to  be  drawn  be¬ 
tween  war  and  non-war  purposes  seem  to 
have  little  reality.  It  is  extremely  difficult 
to  say  what  part  of  the  loans  might  be  re¬ 
garded  as  having  been  expended  for 
purposes  unconnected  with  the  war  or  un¬ 
connected  with  the  period  of  American 
participation  in  the  war.  The  principal 
categories  usually  associated  with  this  idea 
are :  first,  pre-armistice  expenditures  by 
the  European  Allied  governments  in  sup¬ 
port  of  their  civil  populations  or  for  pro¬ 
tection  of  national  trade  interests;  second, 
expenditures  to  provide  for  commitments 
made  prior  to  the  entry  of  the  United  States 
into  the  war  such  as  interest  and  maturities. 
Third,  all  the  post-armistice  cash  advances 
amounting  to  about  $2,000,000,000,  (ex¬ 
cluding  the  portion  falling  in  category  2). 
Fourth,  surplus  war  materials  sold  abroad 
after  the  armistice  amounting  to  about 
$600,000,000.”i2 

PRE-ARMISTICE  AND 
POST-ARMISTICE  LOANS 

It  has  also  been  suggested  that  a  distinc¬ 
tion  be  drawn  between  the  advances  made 
previous  to  the  signing  of  the  armistice  and 

’■Nat.  Ind.  Conf.  Bd.  Inter- Ally  Debts  and  the  V.  S.  p.  60. 
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those  made  after  hostilities  ceased,  No¬ 
vember  11,  1918.  It  has  been  argued  that 
the  Liberty  Loan  Acts  carried  with  them 
no  legal  authority  for  the  granting  of  ad¬ 
vances  after  the  signing  of  the  Armistice. 
The  Liberty  Loan  Acts  explicitly  limited 
the  loans  to  the  purpose  of  the  prosecution 
of  the  war  and  to  those  countries  engaged 
in  war  with  enemies  of  the  United  States. 
The  United  States  remained  technically  at 
war  with  Germany  until  June  2,  1921,  but 
since  active  hostilities  ceased  on  November 
11,  1918,  the  date  of  the  Armistice,  the 
Treasury  has  been  severely  criticized  upon 
the  grounds  that  it  exceeded  the  powers 
conferred  upon  it  by  the  Liberty  Loan 
Acts  in  continuing  to  grant  loans.  It  is  also 
true  that  during  the  post-armistice  period 
advances  were  extended  to  countries  other 
than  those  which  had  been  engaged  in  war 
with  enemies  of  the  United  States. 

The  chief  purpose  of  the  United  States 
Treasury  in  continuing  to  extend  loans  to 
foreign  governments  after  the  signing  of 
the  armistice  was  to  enable  them  to  carry 
out  contracts  previously  made  for  the  pur¬ 
chase  of  American  goods,  as  the  Treasury 
was  fearful  of  the  consequences  of  an  im¬ 
mediate  cancellation  of  these  large  buying 
orders.  Humanitarian  considerations  also 
played  their  part,  especially  with  refer¬ 
ence  to  the  loans  made  to  a  number  of  the 
smaller  European  governments. 

ALLEGED  DISCRIMINATION 
AGAINST  GREAT  BRITAIN'* 

It  has  frequently  been  alleged  that  the 
United  States  has  unjustly  discriminated 
against  Great  Britain,  both  in  the  less 
favorable  terms  granted  to  her  by  the  debt¬ 
funding  agreements  and  in  the  matter  of 
guarantees,  as  it  is  claimed  that  a  large 
part  of  the  British  indebtedness  was  ac¬ 
cumulated  in  behalf  of  the  other  Allies. 
It  is  charged  that  Great  Britain  borrowed 
from  the  United  States  in  order  to  re-loan 
to  France  and  Italy  and  that  the  United 
States  insisted  upon  British  guarantees  be¬ 
fore  loaning  money  to  the  other  nations. 

The  question  of  whether  Great  Britain 
has  been  discriminated  against  in  the  debt- 

P.  A.  Information  .Service.  The  Pritiah-American  Debt 
Controi'ersp. 


funding  agreements  can  better  be  judged 
by  reference  to  the  summary  of  debt  settle¬ 
ments  on  page  21.  Additional  considera¬ 
tion,  however,  must  be  given  to  the  charges 
that  the  United  States  insisted  upon  guar¬ 
antees  from  Great  Britain  before  loaning 
money  to  the  Allies. 

In  the  “Balfour  note”  of  August  1,  1922, 
the  British  Secretary  of  State  for  Foreign 
Affairs  gave  expression  to  this  idea  by 
saying: 

“It  should  not  be  forgotten,  though  it 
sometimes  is,  that  our  liabilities  were  in¬ 
curred  for  others,  not  for  ourselves.” 

Mr.  Philip  Snowden,  Chancellor  of  the 
Exchequer  in  the  MacDonald  cabinet,  ha^ 
frequently  made  the  same  contention.  In 
March,  1925,  he  said: 

“These  sums  were  borrowed  by  Great 
Britain  either  from  her  own  citizens 
through  the  medium  of  war  loans  or  from 
the  United  States.  If  it  had  not  been  neces¬ 
sary  for  Great  Britain  to  lend  to  her  Euro¬ 
pean  allies  to  keep  them  going  there  would 
have  been  no  need  for  us  to  borrow  from 
America.  The  American  debt  was  incurred 
by  Great  Britain  to  lend  to  France  and 
Italy.” 

REASONS  FOR  BRITISH 
BORROWING  IN  U.  S. 

In  spite  of  repeated  assertions  of  this 
nature,  there  seems  to  be  no  evidence  to 
support  the  contention  that  Great  Britain 
incurred  its  indebtedness  in  behalf  of  the 
Allies.  While  it  is  true  that  the  British 
Government  acted  as  the  purchasing  agent 
in  America  for  other  governments,  the 
sums  borrowed  for  these  purposes  were  re¬ 
turned  to  Great  Britain  with  funds  bor¬ 
rowed  from  the  United  States  by  the  other 
Allies  and  placed  to  the  credit  of  the 
British  account.  Mr.  Albert  Rathbone, 
who  was  in  charge  of  foreign  loans  in  the 
American  Treasury  Department  from  1918 
to  1920,  deals  with  the  contention  that 
Great  Britain’s  indebtedness  was  incurred 
in  behalf  of  the  Allied  governments  as 
follows 

“Rathbone,  A.  Uaking  War  Loana  to  the  Allies.  (Forelfn 
Affairs.  [N.  T.]  Apr.  1926.  p.  371-398). 

This  is  an  authoritative  dlsrusHion  of  the  process  of  gr.mtiof 
loans  to  foreign  governments  that  is  Indispensable  to  an  ac¬ 
curate  understanding  of  the  problem. 
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“The  fundamental  cause  of  Great  Britain 
borrowing  from  us  while  loaning  to  the 
Allies  was  that  there  were  commodities 
here  which  Great  Britain  required  for  her 
own  use  and  was  obliged  to  pay  for  in 
dollars  which  she  borrowed  from  us,  and 
there  were  commodities  within  the  British 
Empire  required  by  the  Allies  which  had 
to  be  furnished  them  and  for  which  they 
could  not  pay  except  from  loans.  The 
same  condition  existed,  though  to  a  smaller 
extent,  in  the  case  of  France,  which,  while 
borrowing  both  of  the  United  States  and 
of  Great  Britain,  nevertheless  made  loans 
to  Belgium,  to  Italy,  to  Russia  and  to  other 
of  the  Allies. 

“The  position  of  the  British  Government 
as  both  a  borrower  and  lender  unfortun¬ 
ately  has  led  to  some  misapprehension  re¬ 
garding  our  own  loans.  In  some  quarters 
there  has  apparently  existed  the  erroneous 
impression  that  while  we  made  loans  to 
other  Allied  governments  we  did  so  only 
on  British  security,  or  the  equally  mistaken 
view  that  the  dollars  Great  Britain  bor- 
row'ed  of  us  enabled  her  to  make  loans  to 
other  Allied  governments.” 

EVIDENCE  OF 
SECRETARY  MELLON 

In  a  press  release  on  August  24,  1922, 
Mr.  Mellon  answered  inquiries  on  this  point 
as  follows: 

“The  statement  that  the  United  States 
Government  virtually  insisted  upon  a 
guarantee  by  the  British  Government  of 
amounts  advanced  to  the  other  Allies  is 
evidently  based  upon  a  misapprehension. 
Instead  of  insisting  upon  a  guarantee,  or 
any  transaction  of  that  nature,  the  United 
States  Government  took  the  position  that 
it  would  make  advances  to  each  govern¬ 
ment  to  cover  the  purchases  made  by  that 
government  and  would  not  require  any 
government  to  give  obligations  for  ad¬ 
vances  made  to  cover  the  purchases  of  any 
other  government.  .  .  .  Thus,  the  ad¬ 
vances  to  the  British  Government,  evi¬ 
denced  by  its  obligations,  were  made  to 
cover  its  own  purchases,  and  advances 
were  made  to  the  other  Allies  to  cover 
their  purchases.” 


In  support  of  this  statement  Secretary 
Mellon  quoted  from  a  memorandum  which 
the  American  Secretary  of  the  Treasury 
handed  to  the  British  Ambassador  in  June, 
1918.  The  Treasury  memorandum  reads 
as  follows: 

“So  far  as  the  purchases  of  the  Allied  Gov¬ 
ernments  for  war  purposes  within  the  United 
States  and  its  territories  and  insular  possessions 
are  concerned  it  is  the  expectation  of  the  Sec¬ 
retary  of  the  Treasury  to  continue  as  hereto¬ 
fore  the  advances  necessary  to  enable  the  fi¬ 
nancing  of  such  approved  purchases.  The  Sec¬ 
retary  of  the  Treasury  quite  agrees  with  what 
he  understands  to  be  the  views  of  the  Chancellor 
of  the  Exchequer  that  advances  shall  be  made 
to  each  Allied  Government  for  the  commodities 
purchased  in  the  United  States  by  or  for  it  and 
that  no  Allied  Government  should  be  required 
to  give  its  obligations  for  such  purposes  when 
merely  serving  as  a  conduit  for  the  supply  of 
the  materials  so  purchased  to  another  Allied 
Government.  Any  other  course  would  indeed  be 
incompatible  with  what  the  Secretary  of  the 
Treasury  deems  a  cardinal  principle  which  should 
be  followed  in  respect  to  such  advances,  namely, 
that  the  Allied  Government  for  the  use  of  which 
the  commodity  is  purchased  must  give  its  own 
obligation  therefor  and  the  obligation  of  any 
other  Allied  Government  can  not  be  accepted 
by  the  United  States  as  an  equivalent.” 

Secretary  Mellon’s  position  was  upheld 
by  Mr.  R.  C.  Leffingwell,  who  was  Assistant 
Secretary  of  the  Treasury  in  1917.  In  an 
address  on  May  12,  1922,  before  the 
American  Academy  of  Political  and  Social 
Science  in  Philadelphia  he  said,  “In  one 
case  only  did  Great  Britain  make  advances 
after  the  United  States  entered  the  war 
for  purchases  by  any  of  the  Allies  in  the 
United  States — that  of  Russia — and  in  that 
case  only  to  the  extent  of  contracts  entered 
into  by  Russia  and  guaranteed  by  Great 
Britain  before  the  United  States  entered 
the  war.  The  amount  is  not  important.” 

EXPLANATION  OF 
THE  LONDON  ECONOMIST 

The  London  Economist  of  January  10, 
1925,  in  an  editorial  entitled  “Inter-Allied 
Debt”  replies  to  the  Balfour  contention  as 
follows: 

“Again,  the  fact  that  we  are  paying  the  United 
States  is  not  in  itself  an  argument  for  bringing 
pressure  upon  France,  for  it  is  not  in  any  sense 
true,  as  is  commonly  supposed,  that  we  borrow 
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from  the  United  States  merely  to  re-lend  to 
France  and  Italy.  Our  loans  from  America  are 
quite  independent  of  our  loans  to  our  European 
Allies.  America  lent  to  Italy,  to  France  and  to 
Great  Britain  monies  required  to  enable  them  to 
make  necessary  purchases  from,  the  United 
States,  and  far  the  larger  part  of  what  we 
bought  in  America  consisted  of  wheat,  meat, 
metals,  explosives,  oil,  fuel,  and  other  essentials, 
either  of  our  national  existence  or  our  war 
effort.  But  France  had  to  borrow  not  only 
in  America;  the  fact  that  the  greater  part  of 
her  pig-iron  production  was  in  German  hands 
and  that  her  mines  were  destroyed,  meant  that 
she  had  to  buy  iron  and  steel  and  coal  in  Great 
Britain,  as  well  as  woolen  cloth,  chemicals  and 
a  great  variety  of  manufactured  products  for 
which  we  advanced  her  sterling  credits.  It  is 
an  accident  that  the  amount  of  these  advances 
to  France  and  Italy  for  purchases  in  Great 
Britain  amounted  during  the  latter  part  of  the 
war  to  about  the  same  amount  as  we  had  bor¬ 
rowed  for  British  needs  in  the  United  States. 
But  we  cannot  argue  that  if  we  had  not  been 


compelled  to  lend  to  our  European  Allies  we 
need  not  have  borrowed  from  America;  the  rea¬ 
son  we  had  to  borrow  from  the  American  Gov¬ 
ernment  was  that — large  though  our  internal 
loans  might  be — we  had  no  means  of  securing 
credit  in  dollars.  It  is  true  we  might  have 
raised  further  sums  by  continuing  to  sell  con¬ 
scripted  American  securities,  but  it  was  already 
becoming  difficult  to  make  further  sales,  and 
this  method  of  raising  money  would  have  been 
increasingly  costly.  On  the  other  hand,  the 
United  States  Government,  as  soon  as  it  came 
into  the  war,  was  determined  to  control  the 
purchases  of  ourselves  and  our  Allies.  For  all 
parties  concerned,  therefore,  it  was  the  cheapest 
and  most  convenient  plan  for  us  to  borrow  from 
the  United  States  Government.  It  is  quite  cer¬ 
tain  that  even  if  France  had  not  had  to  make 
any  further  purchases  in  Great  Britain  in  1917 
and  1918,  we  should  still  have  been  under  the 
necessity  of  borrowing  in  dollars  in  the  United 
States  in  order  to  feed  Great  Britain  and  to 
provide  the  material  which  America  alone  could 
supply.” 


HOW  DEBTS  AND  REPARATIONS  WERE  FUNDED 


There  are  three  outstanding  series  of 
agreements  that  make  up  the  inter-govern¬ 
mental  obligations  of  the  principal  nations 
that  participated  in  the  war. 

1.  The  adjustment  that  has  been  made 
in  the  German  reparation  obliga¬ 
tions  by  the  Dawes  Plan. 

2.  The  status  of  the  debts  due  to  the 
United  States  from  foreign  govern¬ 
ments  under  the  thirteen  debt-fund¬ 
ing  agreements  which  have  been 
negotiated.^® 

3.  The  agreements  funding  the  obli¬ 
gations  of  France  and  Italy  to 
Great  Britain. 

GERMAN  OBLIGATIONS 
UNDER  THE  DAWES  PLAN 

The  first  category  of  debt  settlement 
covers  Germany’s  reparation  obligations 
under  the  Treaty  of  Versailles.  The 
Reparation  Commission  which  was  ap¬ 
pointed  at  the  Peace  Conference  fixed  the 
total  amount  of  German  reparation  and  in¬ 
demnity  obligations  at  136  billion  gold 
marks,  including  the  Belgian  debt,  or  ap¬ 
proximately  32  billion  dollars.  The  failure 

•“The  agrcptnents  with  the  ftovernments  of  France  and  Jugo¬ 
slavia  have  not  been  ratined  by  the  United  States  Congress. 


of  Germany  to  meet  the  heavy  schedule  of 
payments  imposed  by  the  Reparation  Com¬ 
mission  resulted  in  the  Dawes  Plan  which 
substantially  reduced,  at  least  provision¬ 
ally,  the  total  amount  of  her  obligations. 
While  the  Dawes  Plan  failed  to  fix  the  total 
amount  of  her  obligations,  it  stipulated  the 
annuities  that  Germany  would  be  required 
to  pay  for  an  indefinite  period,  as  fol¬ 


lows:^® 

1924- 25  .  1,000,000,000  gold  marks 

1925- 26  .  1,220,000,000  ” 

1926- 27  .  1,500,000,000  ” 

1927- 28  .  1,750,000,000  ” 

1928- 29  .  2,500,000,000  ”  ” 


These  payments,  after  deductions  are 
made  for  administrative  costs  and  various 
other  claims  that  are  given  priority  in  the 
distribution  of  the  total  payments,  are 
divided  among  the  principal  creditors  as 
follows: 


In  millions 

Country  Per  cent  of  dollars 


Great  Britain . 

.  22 

109.0 

France  . 

.  52 

258.0 

Italy  . 

.  10 

49.6 

Belgium  . 

.  8 

39.6 

••Reparation  Comm.  Report  of  Agent  General.  Nov.  30,  1926. 
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Supplement¬ 
ary  Bud^t 
Contribution 


1928-29 
and  thereafter 
“Standard 
Year" 


Composition 
of  the 

German  Annuity  under  the  Experts’  Pliant 

(In  Millions  of  Gold  Marks) 


Transport 

Tax 


Transport 

Tax 


German 
External 
Loan  1924 
800 


Transport 

Tax 


Interest  cn  the  German 
Industrial  DebenturK 
125 


Transport 

Tax 


Interest  on 
the  German 
Industrial 
Debentures 
250 


Interest 
on*  the 
German 
Railway 
Bonds 
550 


Interest  and 
Amortisation 
on  the 
German 
Industrial 
Debentures 
300 


Interest 

and 

Amortisation 
on  the 
German 
Railway 
Bonds 
660 


Interest  and 
Amortisation 
on  the 
German 
Industrial 
Debentures 
300 


Interest 

and 

Amortisation 
on  the 
German 
Railway 
Bonds 
660 


*  The  Annuity  year  runs  from  September  1st  to  August  31st. 

*  The  Plan  fixed  the  third  Annuity  at  1,200  gold  marks.  It  provided,  however,  for  two 
contingent  supplementary  contributions,  payable  from  the  German  budget  in  the 
fourth  and  fifth  Annuity  years,  amounting  in  the  aggregate  to  500  million  gold 
marks.  By  an  agreement  between  the  Reparation  Commission  and  the  German 
Government,  executed  September  8,  1926,  the  two  contingent  supplementary  contri¬ 
butions  have  been  replaced  by  a  single  definite  payment  of  300  million  gold  marks, 
to  be  made  during  the  third  Annuity  year. 

*  Subject  to  increase  as  from  1929-30  onwards,  depending  on  the  index  of  prosperity 
described  in  the  Plan. 


Reprinted  from  the  report  of  the  Agent-General  for  Reparation  Payments,  No¬ 
vember  SO,  1926. 
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The  sources  from  which  the  annual  pay¬ 
ments  under  the  Dawes  Plan  are  to  be  de¬ 
rived  can  be  seen  in  the  accompanying 
chart  which  is  reprinted  from  the  Annual 
Report  of  the  Agent-General  for  Repara¬ 
tion  Payments  for  November  30,  1926.  It 
should  be  noticed  that  the  annuities  thus 
far  met  by  Germany  have  been  less  than 
half  of  the  amounts  required  after  1928-29, 
the  “‘standard  year.” 

The  annuities  for  the  year  1924-25  were 
paid  largely  out  of  the  proceeds  of  the 
German  external  loan,  the  balance  being 
made  up  from  interest  on  German  Railway 
bonds.  In  the  reparation  year  just  closed, 
by  far  the  larger  portion  of  the  payments 
came  out  of  interest  on  the  German  Rail¬ 
way  bonds  and  industrial  debentures,  and 
only  250  million  marks  came  out  of  the 
German  budget.  In  the  “standard  year,” 
Germany  will  be  required  to  raise  1,250,- 
000,000  marks  out  of  the  budget — a  sum 
larger  than  the  total  annual  payments  up 
to  the  present  time.  This  will  put  such 
a  heavy  strain  upon  German  financial  re¬ 
sources  that  many  observers  doubt  whether 
the  enormous  sums  are  within  Germany’s 
economic  capacity. 

There  would  seem  to  be  some  justifica¬ 
tion  for  the  budget  speech  of  Heinrich 
Koehler  in  the  Reichstag  on  February  16, 
1927,  in  which  he  expressed  his  misgivings 
in  regard  to  reparation  payments.  In 
elaborating  it  he  said : 

“Germany  will  continue  to  do  whatever  is  with¬ 


in  its  power  to  fulfill  loyally  the  obligation  she  U 
has  undertaken,  ...  at  the  present  moment  I  q 
see  no  possible  way  by  which,  even  with  the  best 
intentions  on  her  part,  we  can  raise  the  sums 
payable  under  the  Dawes  Plan.  Emphasis  should  f 
be  laid  on  the  words  ‘at  the  present  moment’.  |  ^ 
It  was  my  duty  as  Finance  Minister,  in  examin-  . 
ing  the  whole  financial  situation,  to  consider  also  ^ 
the  obligations  arising  from  the  Dawes  agree- 
ment,  and  I  asked  myself  under  what  conditions 
we  can  meet  these  when  once  they  have  reached 
the  maximum.  In  so  doing  I  did  nothing  less 
than  repeat  the  considerations  which  guided  the 
Dawes  experts  in  arriving  at  their  conclusions.” 

U.  S.  DEBT-FUNDING 
AGREEMENTS 

Of  the  twenty  foreign  nations  to  which  ' 
the  United  States  made  advances  dur¬ 
ing  the  period  between  April,  1917,  and 
November,  1920,  thirteen  have  negotiated 
debt-funding  agreements  with  the  United 
States.  One  nation,  namely  Cuba,  has  com¬ 
pletely  liquidated  its  debt,  and  there  still 
remain  six  unsettled  debts. 

The  thirteen  nations  which  have  entered 
into  debt-funding  agreements  with  the 
United  States,  the  date  of  the  agreement, 
the  original  net  principal  of  their  obliga¬ 
tions,  the  funded  interest  and  the  funded 
principal  are  shown  in  the  following  table 
from  the  annual  report  of  the  Secretary 
of  the  Treasury  for  the  year  ending  June 
30,  1926.  In  the  case  of  France  and  Jugo¬ 
slavia,  the  debt-funding  agreements  have 
not  yet  been  ratified.*^ 


Country 

Date  of 
Agreement 

Original 
Principal  (net) 

Funded  Interest 

Funded  Debt 

Belgium  . 

18, 

1925 

?  377,029,000 

$  40,750,000 

%  417,780,000 

Czechoslovakia  . 

13, 

1925 

91,879,000 

23,120,000 

115,000,000 

Estonia  . 

28, 

1925 

12,066,000 

1,763,000 

13,830,000 

Finland  . 

1, 

1923 

8,281,000 

718,000 

9,000,000 

France  . 

29, 

1926 

3,340,516,000 

684,483,000 

4,025,000,000 

Great  Britain  . 

19, 

1923 

4,074,818,000 

525,181,000 

4,600,000,000 

Hungary  . 

25, 

1924 

1,685,000 

253,000 

1,939,000 

Italy . 

14, 

1925 

1,647,869,000 

394,130,000 

2,042,000,000 

Latvia  . 

24, 

1925 

6,132,000 

642,000 

5,775,000 

Lithuania  . 

22, 

1924 

4,981,000 

1,048,000 

6,030,000 

Poland  . 

14, 

1924 

159,666,000 

18,893,000 

178,560,000 

Rumania  . 

4, 

1925 

36,128,000 

8,461,000 

44,590,000 

Jugoslavia  . 

3, 

1926 

51,037,000 

11,812,000 

62,850,000 

$9,811,094,000 

$1,711,269,000 

$11,622,354,000 

*’tJ.  S.  Treas.  Dept.  Xn.  Rept.  on  State  of  Finances.  1919-20. 
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UNFUNDED 

OBLIGATIONS 

In  addition  to  these  thirteen  nations 
there  are  six  nations  owing  obligations  to 
the  United  States  which  have  not  made 
definite  arrangements  for  the  settlement 
of  their  debt,  as  follows: 

Armenia  . %  16,000,000 

Austria  .  32,700,000 

Greece  .  18,750,000 

Liberia  .  34,000 

Nicaragua  .  26,000 

Russia  .  270,599,000 

Although  Nicaragua  has  not  entered  into 
a  formal  debt-funding  agreement  with  the 
United  States  she  has  been  consistently 
paying  her  obligations.  At  the  present 
time  more  than  85  per  cent  of  the  original 
amount  has  been  paid  and  she  is  steadily 
reducing  the  balance  of  her  indebtedness 
by  regular  monthly  instalments. 

Special  considerations  have  also  entered 
into  the  debt-funding  agreement  with 
France.  The  French  Parliament  has  not 
yet  ratified  the  Mellon-Berenger  agree¬ 
ment,  but  the  French  Government  has  con¬ 
sistently  met  its  annual  payments  on  the 
debt  to  the  United  States  arising  from  the 
purchase  of  surplus  war  materials  by  the 
payment  to  the  United  States  of  annuities 
of  $20,000,000  a  year.  On  March  2,  in 
compliance  with  a  request  made  by  M. 
Poincare  to  Secretary  Mellon,  the  Treasury 
announced  that  the  United  States  had  ac¬ 
cepted  the  French  offer  to  pay  to  the 
United  States  the  sum  of  $10,000,000  a 
year  in  addition  to  the  regular  payments 
on  the  debt  for  the  purchase  of  surplus  war 
materials.  The  offer  was  made  on  condi¬ 
tion  that  it  should  constitute  no  obligation 
for  the  future  and  in  no  way  prejudice  the 
attitude  which  the  French  Chamber  might 
wish  to  take  later  with  reference  to  the 
ratification  of  the  debt  settlement.  The 
payment  of  the  additional  $10,000,000, 
which  will  bring  the  total  French  payment 

to  the  United  States  up  to  $30,000,000  a 
year — ^the  amount  specified  in  the  Mellon- 
Berenger  agreement — will  be  made  on 
June  15,  1927.  According  to  the  terms  of 
the  agreement,  “after  a  debt-funding 

agreement  has  been  ratified  by  the  Con¬ 
gress  of  the  United  States  and  the  French 


Government,  it  is  understood  that  the  said 
sum  of  $10,000,000  will  be  credited  to  the 
annuities  provided  for  in  such  agreement.” 

Secretary  Mellon,  in  his  reply  to  M. 
Poincare,  asserted  that  “the  United  States 
Government  will  be  pleased  to  receive  the 
sum  specified  in  accordance  with  the  under¬ 
standing  outlined  in  your  letter.” 

Thus,  w’hile  there  has  been  no  forma’, 
ratification  on  either  side  of  the  Mellon- 
Berenger  agreement,  the  French  Govern¬ 
ment  after  June  15,  1927,  will  be  making 
the  regular  payments  to  the  United  States 
that  are  stipulated  in  the  funding  agree¬ 
ment.  A  similar  arrangement  has  been 
made  by  France  with  Great  Britain,  al¬ 
though  the  French  Parliament  has  not  yet 
acted  on  the  British  settlement. 

FIRST  STEPS 
TOWARD  SETTLEMENT 

The  Liberty  Loan  Acts  authorized  Con¬ 
gress  not  only  to  make  advances  to  Euro¬ 
pean  governments,  but  also  to  negotiate 
the  terms  upon  which  these  advances  were 
to  be  paid.  The  obligations  received  by 
the  United  States  from  the  borrowing  gov¬ 
ernments  were  in  the  form  of  ordinary 
commercial  notes  bearing  interest  for  the 
most  part  at  the  rate  of  5  per  cent.*  Never¬ 
theless,  it  seems  to  have  been  taken  very 
largely  for  granted  on  the  part  of  the 
Allied  governments  that  the  United  States 
would  pursue  a  policy  of  debt  cancellation 
— or  at  least  cancellation  to  the  extent  of 
their  pre-armistice  borrowings. 

The  war  left  so  many  important  prob¬ 
lems  that  the  question  of  inter-Allied  in¬ 
debtedness  did  not  become  a  problem  of 
immediate  concern  for  two  or  three  years 
after  the  signing  of  the  Treaty  of  Ver¬ 
sailles.  During  this  time  there  was  con¬ 
siderable  correspondence  between  repre¬ 
sentatives  of  the  United  States  and  those 
of  the  debtor  governments,  a  large  part  of 
which  has  been  reprinted  in  the  Annual 
Report  of  the  Secretary  of  the  Treasury  for 
the  fiscal  year  ending  June  30,  1926.  From 
this  correspondence  it  is  clear  that  the 
United  States  Government  intended  to  in¬ 
sist  upon  the  funding  of  the  war  debts. 

*Se«  pace  27. 
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President  Wilson,  in  replying  to  a  com¬ 
munication  from  Mr.  Lloyd  George  on 
August  5,  1920,  said:^* 

“The  Secretary  of  the  Treasury  is  authorized 
by  United  States  law  to  arrange  for  the 
conversion  of  the  demand  obligations  of  the 
British  Government  into  obligations  having  a 
fixed  date  of  maturity  in  accordance  with  the 
agreement  of  the  British  Government  to  make 
such  an  exchange  on  dem.and  contained  in  its 
existing  obligations.  In  connnection  with  such 
exchange  the  Secretary  of  the  Treasury  has 
authority  to  arrange  for  the  postponement  of 
interest  payments.  No  power  has  been  given 
by  the  Congress  to  any  one  to  exchange,  remit 
or  cancel  any  part  of  the  indebtedness  of  the 
Allied  Governments  to  the  United  States  repre¬ 
sented  by  their  respective  demand  obligations.  It 
would  require  congressional  authority  to  author¬ 
ize  any  such  dealing  with  the  demand  obliga¬ 
tions . It  is  highly  improbable  that  either 

Congress  or  popular  opinion  in  this  country 
will  ever  permit  a  cancellation  of  any  part  of  the 
debt  of  the  British  Government  to  the  United 
States  in  order  to  induce  the  British  Government 
to  remit,  in  whole  or  in  part,  the  debt  to  Great 
Britain  or  France,  or  any  other  of  the  Allied 
Governments,  or  that  it  would  consent  to  a  can¬ 
cellation  or  reduction  in  the  debts  of  any  of  the 
Allied  Governments  as  an  inducement  toward  a 
practical  settlement  of  the  reparation  claims.” 

THE  POLICY 
OF  CONGRESS 

The  Congressional  attitude  toward  the 
payment  of  the  debts  was  not  expressed 
until  1922  when  Congress  passed  an  act 
creating  a  World  War  Foreign  Debt  Com¬ 
mission,  and  laid  down  the  principles 
which  were  to  govern  the  American  repre¬ 
sentatives  in  the  negotiations  of  debt 
settlements.  The  significant  features  of 
this  act  were  the  instructions  to  the  Ameri¬ 
can  Debt-Funding  Commission,  which 
empowered  the  Commission,  with  the 
approval  of  the  President,  to  fund  the 
war  and  relief  obligations  of  the  vari¬ 
ous  foreign  governments  “in  such  form 
and  on  such  terms,  conditions,  date  or 
dates  of  maturity,  and  rate  or  rates  of  in¬ 
terest,  and  with  such  security  as  shall  be 
deemed  to  the  best  interest  of  the  United 
States  of  America.”  And  it  was  provided 
“that  nothing  contained  in  this  Act  shall 
be  construed  to  authorize  or  empower  the 
Commission  to  extend  the  time  of  the 

‘•IJ.  S.  Treas.  Dept.  An.  Kept,  on  State  of  Finances.  1925-2S. 
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maturity  cf  any  such  bonds  or  other  obli- 
gations  due  the  United  States  of  America 
by  any  foreign  government  beyond  June 
15,  1947,  or  to  fix  the  rate  of  interest  at 
less  than  4%  per  cent  per  annum.”  The 
Act  further  provided  that  the  Commission 
had  no  authority  to  exchange  bonds  or 
other  obligations  “of  any  foreign  govern¬ 
ment  for  those  of  any  other  foreign  gov¬ 
ernment  or  cancellation  of  any  part  of  such 
indebtedness  except  through  payment 
thereof.”” 

The  first  change  in  the  attitude  of  Con¬ 
gress  was  contained  in  an  act  authorizing 
the  British  Debt  Settlement.  Great  Britain 
was  the  first  debtor  nation  to  send  a  debt¬ 
funding  commission  to  Washington.  This 
mission  consisted  of  Mr.  Stanley  Baldwin, 
then  Chancellor  of  the  Exchequer,  and  Mr. 
Montagu  C.  Norman,  Governor  of  the 
Bank  of  England.  In  the  course  of  the 
negotiations,  held  in  Washington  in  Jan¬ 
uary,  1923,  the  British  representatives  pro¬ 
tested  that  it  was  impossible  for  their  coun¬ 
try  to  arrange  for  the  payment  of  the  whole 
indebtedness  within  the  twenty-five  years 
specified  in  the  act  of  Congress  creating 
the  Debt-Funding  Commission.  They  also 
protested  against  the  interest  charge  of 
per  cent  which  had  been  stipulated  by 
Congress,  in  view  of  the  fact  that  the  mar¬ 
ket  rate  had  fallen  to  about  per  cent. 
The  American  Commission  conceded  these 
points  and  the  official  terms  of  the  settle¬ 
ment  provided  for  the  funding  of  the  en¬ 
tire  amount  of  the  principal  and  unpaid 
interest  amounting  altogether  to  about 
$4,600  million  over  a  period  of  62  years. 
Interest  was  fixed  at  the  rate  of  3  per  cent 
for  the  first  ten  years,  and  3V^  per  cent 
for  the  remaining  52  years,  making  the 
total  annual  payment,  including  principal 
and  interest,  about  $160  million  a  year 
for  the  first  ten  years,  and  about  $180 
million  during  the  remaining  52  years. 

In  accepting  these  terms  the  American 
Commission  exceeded  its  authority  under 
the  provisions  of  the  act,  and  was  forced 
to  request  an  amendment  from  Congress. 
This  amendment,  approved  on  February 
28,  1923,  provided  for  enlarging  the  Com- 

“’Moulton  &  PasvoUky.  World  War  Debt  Settlements. 
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mission  to  eight  members,  under  the  Chair¬ 
manship  of  the  Secretary  of  the  Treasury. 
With  the  exception  of  the  Chairman,  the 
members  were  to  be  appointed  by  the 
President,  by  and  with  the  advice  and  con¬ 
sent  of  the  Senate,  with  the  provision  that 
not  more  than  four  members  so  appointed 
should  be  from  the  same  political  party. 
This  act  marked  the  first  step  away  from 
the  original  policy  outlined  by  Congress, 
and  the  British  debt  settlement  was  ac¬ 
cepted  for  a  time  as  the  basis  for  negotia¬ 
tions  with  other  countries. 

The  official  American  attitude  toward 
the  settlement  with  Great  Britain  was  ex¬ 
pressed  by  President  Harding  on  February 
7, 1923,  in  the  following  words: 

“The  call  of  the  world  today  is  for  integrity 
of  agreements,  the  sanctity  of  covenants,  the 
validity  of  contracts.  Here  is  the  first  clearing 
of  the  war-clouded  skies  in  a  debt-burdened 
world,  and  the  sincere  commitment  of  one  great 
nation  to  validate  its  financial  pledges  and  dis¬ 
charge  its  obligations  in  the  highest  sense  of 
financial  honor.” 

“CAPACITY 
TO  PAY” 

The  Act  of  February  7,  1923,  conferred 
larger  discretionary  powers  upon  the 
American  Debt-Funding  Commission.  In 
carrying  out  these  powers  the  Commission 
formulated  the  principle  of  “capacity  to 
pay”  as  the  basis  of  negotiating  debt-fund¬ 
ing  agreements.  This  was  expressed  in  a 
statement  issued  by  the  American  Commis¬ 
sion  on  October  1,  1925,  with  reference  to 
the  French  negotiations:  “We  believe  it  is 
fully  recognized  by  the  Commission  that 
the  only  basis  of  negotiations  fair  to  both 
peoples  is  the  principle  of  the  capacity  of 
France  to  pay.”  The  principle  of  “capa¬ 
city  to  pay”  as  interpreted  by  the  Debt- 
Funding  Commission  is  stated  in  the  An¬ 
nual  Report  of  the  Secretary  of  the  Treas¬ 
ury  for  the  year  ending  June  30,  1925:2® 

“While  the  integrity  of  international  obliga¬ 
tions  must  be  maintained,  it  is  axiomatic  that 
no  nation  can  be  required  to  pay  to  another 
government  sums  in  excess  of  its  capacity  to  pay. 
The  Commission  in  its  settlement  with  Great 
Britain,  made  on  June  19,  1923,  and  in  subse¬ 
quent  negotiations  or  settlements  has  adhered 

“U.  S.  Treaa.  Dept.  An.  Kept,  on  State  of  Finances.  1924-25. 
P.  53. 


to  the  principle  that  the  adjustments  made  with 
each  Government  must  be  measured  by  the  ability 
of  the  particular  Government  to  put  aside  and 
transfer  to  the  United  States  the  payments  called 
for  under  the  funding  agreement. 

“Nor  does  the  principle  of  capacity  to  pay  re¬ 
quire  the  foreign  debtor  to  pay  to  the  full  limit 
of  his  present  or  future  capacity.  It  must  be 
permitted  to  preserve  and  improve  its  economic 
position,  to  bring  its  budget  into  balance  and  to 
place  its  finances  and  currency  on  a  sound  basis, 
and  to  maintain,  and  if  possible  to  improve  the 
standard  of  living  of  its  citizens.  No  settlement 
which  is  oppressive  and  retards  the  recovery 
and  development  of  the  foreign  debtor  is  to  the 
best  interest  of  the  United  States  or  of  Europe.” 

The  application  of  this  principle  to  par¬ 
ticular  debt  settlements  is  explained  in  the 
Secretary’s  report  as  follows: 

“The  Commission  has  accordingly  permitted 
the  foreign  debtor  to  repay  the  principal  amount 
of  its  debt  irrespective  of  the  maturity  or  the 
character  of  the  indebtedness  over  a  period  of 
62  years,  or  nearly  two  generations.  There  is 
no  government  unable  to  make  the  principal  pay¬ 
ments  required  on  such  a  basis.  It  is  felt  that 
the  lack  of  capacity  of  a  government  to  fund  its 
debt  on  the  same  terms  as  Great  Britain  can  be 
readily  met  by  appropriate  adjustment  or  modifi¬ 
cation  of  the  rates  of  interest  to  be  paid  during 
the  period  of  repayment  of  principal.  And  in 
examining  the  capacity  of  payment  the  Com¬ 
mission  looks  not  only  at  the  immediate  capacity, 
but  estimates  so  far  as  it  has  been  able  to  do 
so,  the  future  development  of  the  nation  con¬ 
cerned.” 

THE  NATURE  OF  THE 
FUNDING  AGREEMENTS 

In  many  formal  respects  the  debt-fund¬ 
ing  agreements  with  the  various  European 
countries  are  practically  the  same.  Their 
common  characteristics  are: 

1.  Financial  clauses  which  fix  the  total 
amount  of  the  funded  indebtedness,  the 
interest  rate  and  the  annuities  the  debtor 
government  will  be  required  to  pay. 

2.  The  distribution  of  these  annuities 
over  a  period  of  sixty-two  years. 

3.  The  use  of  bonds  payable  to  the 
United  States  on  the  part  of  the  debtor  gov¬ 
ernment.  These  bonds  are  exempt  from 
taxation  by  the  foreign  government,  and 
the  United  States  has  the  privilege  of  ex¬ 
changing  them  with  the  debtor  govern¬ 
ments  for  marketable  obligations. 
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This  last  provision  for  the  marketing  of 
the  obligations  is  of  importance  in  view 
of  the  objections  made  by  France  to  the 
ratification  of  the  Mellon-Berenger  agree¬ 
ment.  The  French  Government  states 
that:^^ 

“  .  .  .  France  will  deliver  definitive  engraved 
bonds  to  the  Un'ted  States  in  accordance  herewith 
within  six  months  of  receiving  notice  of  any  such 
request  from  the  Secretary  of  the  Treasury  of 
the  United  States,  and  pending  the  delivery  of 
the  definitive  engraved  bonds  will  deliver,  at  the 
request  of  the  Secretary  of  the  Treasury  of  the 
United  States,  temporary  bonds  or  interim  re¬ 
ceipts  in  form  satisfactory  to  the  Secretary  of 
the  Treasury  of  the  United  States  within  thirty 
days  of  the  receipt  of  such  request,  all  without 
expense  to  the  United  States.  The  United  States, 
before  offering  any  such  bonds  or  interim  re¬ 
ceipts  for  sale  in  France  will  first  offer  them  to 
France  for  purchase  at  par  and  accrued  interest, 
if  any,  and  France  shall  likewise  have  the  op¬ 
tion,  in  lieu  of  issuing  any  such  bonds  or  interim 
receipts,  to  make  advance  redemption,  at  par 
and  accrued  interest,  if  any,  of  a  corresponding 
principal  amount  of  bonds  issued  hereunder  and 
held  by  the  United  States.  France  agrees  that 
the  definitive  engraved  bonds  called  for  by  this 
paragraph  shall  contain  all  such  provisions,  and 
that  it  will  cause  to  be  promulgated  all  such 
rules,  regulations,  and  orders  as  shall  be  deemed 
necessary  or  desirable  by  the  Secretary  of  the 
Treasury  of  the  United  States  in  order  to  facili¬ 
tate  the  sale  of  the  bonds  in  the  United  States, 
in  France,  or  elsewhere,  and  that  if  requested 
by  the  Secretary  of  the  Treasury  of  the  United 
States,  it  will  use  its  good  offices  to  secure  the 
listing  of  the  bonds  on  such  stock  exchanges  as 
the  Secretary  of  the  Treasury  of  the  United 
States  may  specify.” 

ANNUAL  PAYMENTS  TO 
THE  UNITED  STATES 

The  aggregate  average  annual  payments 
of  Great  Britain,  France,  Italy  and  Belgium 
to  the  United  States  under  the  debt-fund¬ 
ing  agreements,  and  the  aggregate  aver¬ 
age  annual  payments  for  all  the  thirteen 
countries  that  have  entered  into  debt-fund¬ 
ing  agreements  with  the  United  States  are 
shown  in  the  following  tables 

Total  average  annual  payments  of 
Great  Britain,  France,  Italy  and  Bel¬ 
gium  to  the  United  States. 

First  10  years . 1222,000,000 

Second  10  years .  329,000,000 

^'Reprints  of  the  Debt-Funding  Agreements  can  be  found 
in  the  Annual  Reports  on  the  State  of  Finances  by  the  Secre¬ 
tary  of  the  Treasury.  Aiso  in  the  Annex,  Mouiton  ft  Pasvolaky, 
World  Debt  Settlements. 

**rhe8e  figures  are  only  approximate  because  of  adjustments 
which  have  been  made  in  order  to  put  the  dates  of  payments 
on  a  comparable  basis. 


Third  10  years .  348,000,000 

Fourth  10  years .  359,000,000 

Fifth  10  years . 374,000,000 

For  the  last  12  years .  394,000,000 

Total  average  annual  payments  under 
debt-funding  agreements  with  thirteen 
countries. 

First  10  years .  ....$233,000,000 

Second  10  years .  347,000,000 

Third  10  years .  365,000,000 

Fourth  10  years .  377,000,000 

Fifth  10  years . 393,000,000 

Last  12  years .  414,000,000 

CANCELLATION  OF 
INDEBTEDNESS 

The  original  obligations  of  foreign  gov¬ 
ernments  held  by  the  United  States  Treas¬ 
ury  called  for  a  5  per  cent  rate  of  interest, 
and  before  the  funding  of  the  debts  ac¬ 
crued  interest  on  all  these  obligations  was 
entered  on  the  books  of  the  Treasury  at 
this  rate.  At  the  time  the  debt-funding 
agreements  were  made  this  accrued  in¬ 
terest  was  cut  down  by  calculating  it  upon 
the  basis  of  4>/^  per  cent,  in  the  case  of 
the  first  settlements,  and  3  per  cent 
throughout  a  period  of  time  in  the  case 
of  the  later  settlements.  The  annual 
funded  principal  of  the  debt  was  therefore 
somewhat  smaller  than  the  total  amount 
prior  to  the  final  agreements. 

This  obviously  represents  a  certain  can¬ 
cellation  of  the  indebtedness  of  the  debtor 
countries,  if  the  interest  rate  of  5  per  cent 
is  considered  to  be  the  “fair”  and  “nor¬ 
mal”  rate  of  interest.  When  the  debt¬ 
funding  agreements  were  negotiated,  fur¬ 
ther  cancellations  were  made  by  reducing 
the  current  rate  of  interest  to  3V^  per  cent, 
and  in  the  case  of  Italy  to  as  low  as  .4 
of  1  per  cent.  In  the  first  series  of  debt¬ 
funding  agreements  which  were  negotiated 
— those  with  Great  Britain,  Finland,  Hun¬ 
gary,  Poland,  Esthonia,  Latvia,  Lithuania, 
Czechoslovakia  and  Rumania — the  interest 
was  fixed  at  3  per  cent  for  the  first  years 
and  at  3|/2  per  cent  for  the  later  years, 
making  an  average  interest  rate  over  the 
whole  period  of  sixty-two  years  of  about 
3.3  per  cent.  The  average  interest  rate 
over  the  period  of  sixty-two  years  is  shown, 
in  the  case  of  the  other  countries,  as  fol¬ 
lows:  Belgium,  1.8  per  cent;  France,  1.6 
per  cent;  Jugoslavia,  1  per  cent;  Italy,  .4 
of  1  per  cent. 
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This  reduction  of  the  current  interest 
rate  below  the  original  rate  of  5  per  cent, 
and  again  below  the  rate  which  was  later 
established  by  the  Treasury  of  4!4  per 
cent,  represents  a  substantial  cancellation 
of  indebtedness,  if  the  original  rate  of  in¬ 
terest  is  taken  as  the  reasonable  rate  from 
which  interest  should  be  computed.  The 
amount  of  the  cancellation  obviously  de¬ 
pends  upon  whether  interest  is  computed 
at  5  per  cent,  at  4*4  per  cent  or  at  3  per 
cent.  The  treasury  on  separate  occasions 
has  defended  each  of  these  as  a  “fair” 
rate  of  interest. 

WHAT  IS  A  “FAIR” 

rate  of  interest? 

Three  methods  have  been  advanced  as 
a  basis  for  determining  what  is  a  fair  rate 
of  interest  to  charge  the  European  debtor. 
In  the  original  obligations  taken  by  the 
United  States  an  interest  rate  of  5  per  cent 
was  stipulated.  Secretary  Mellon,  in  his 
answer  to  a  letter  from  Mr.  Frederick  W. 
Peabody  on  July  14,  1926,  defended  the 
6  per  cent  interest  rate  in  the  following 
words 

“The  debt  settlements  have  been  negotiated  on 
the  basis  of  the  capacity  of  the  particular  debtor 
to  pay.  None  could  pay  its  signed  obligations  as 
called  for  by  their  terms.  Accordingly,  payment 
of  the  principal  had  to  be  extended  and  the  period 
of  62  years  set  in  the  British  agreement  has 
been  followed  in  all  other  agreements. 

“If  the  debtor  nations  paid  the  United  States 
a  rate  of  interest  on  the  postponed  instalments 
equivalent  to  the  cost  to  us,  we  would  receive  in 
present  value  payment  of  the  full  debt.  Since, 
however,  such  an  interest  rate  is  beyond  the 
capacity  of  any  of  our  debtors  to  pay,  the  United 
States  has  of  necessity  accepted  less  than  full 
value  of  the  debt  to  the  extent  the  interest  to 
be  received  under  the  settlement  is  below  the 
cost  of  money  to  the  United  States,  now  about 
4^  per  cent. 

“Looking  at  the  matter  from  the  standpoint  of 
the  debtor  nation,  the  debtor  has  received  a  con¬ 
cession  in  its  debt  to  the  extent  the  interest  to 
be  paid  by  it  is  below  the  cost  of  money  to  the 
debtor.  The  obligations  taken  by  us  from  our 
debtors  carry  the  interest  rate  of  5  per  cent 
per  annum.  Since  this  rate  is  less  than  most 
of  the  debtor  nations  now  have  to  pay  for  money, 
the  rate  of  5  per  cent  is  certainly  a  fair  share 
of  the  real  burden  put  upon  them  by  the  settle¬ 
ments.  .  .  . 

“France’s  after-the-war  indebtedness  with  in¬ 
terest  amounts  to  $1,655,000,000.  The  settlement 

■U.  S.  Treasury  Press  Release,  July  14,  1926. 


negotiated  by  Ambassador  Berenger  with  the 
American  Debt  Funding  Commission  has  a  pres¬ 
ent  value  of  $1,681,000,000.” 

The  second  method  of  arriving  at  what 
is  a  fair  rate  of  interest  is  to  consider  the 
original  cost  of  money  to  the  United 
States.  The  later  Liberty  Bond  issues  car¬ 
ried  an  interest  rate  of  414  per  cent.  This, 
in  other  words,  was  the  rate  the  United 
States  was  forced  to  pay  on  the  money  it 
loaned  to  the  European  governments,  and 
it  is  therefore  taken  as  the  fair  rate  for 
the  European  governments  to  pay  to  the 
United  States. 

The  third  manner  of  determining  what 
is  a  fair  rate  of  interest  is  to  consider  what 
the  cost  of  money  to  the  United  States  will 
be  over  a  period  of  sixty-two  years.  This 
has  been  estimated  by  Secretary  Mellon  to 
be  about  3  per  cent.  In  a  statement  to  the 
Ways  and  Means  Committee  of  the  House 
of  Representatives  on  May  20,  1926,  Sec¬ 
retary  Mellon  defended  the  3  per  cent  rate 
as  follows 

“Although  the  United  States  has  outstanding 
a  substantial  amount  of  Liberty  Bonds  bearing 
4%  per  cent  interest,  a  large  part  of  the  gov¬ 
ernment’s  requirements  are  now  being  financed 
at  a  much  lower  rate.  The  average  cost  of 
money  to  the  United  States  probably  will  con¬ 
tinue  to  decline.  Securities  with  high  interest 
rates  issued  during  the  war  will  be  paid,  re¬ 
deemed  or  refunded.  If  we  assume  that  the 
average  cost  of  money  to  the  United  States  for 
the  next  62  years  will  approach  a  3  per  cent 
basis,  and  if  we  determine  the  present  value  of 
the  French  annuities,  on  that  basis  we  arrive 
at  a  figure  which  would  approximate  their  actual 
value  today. 

“The  present  value  of  the  French  payments 
on  a  3  per  cent  basis  is  2,734  million  dollars. 
This  is  approximately  82  per  cent  of  the  principal 
amount  of  the  $3,340  million  French  debt.” 

It  should  be  borne  in  mind  that  Secre¬ 
tary  Mellon,  in  making  this  statement  was 
speaking  to  a  committee  of  the  House  of 
Representatives  which  could  be  assumed  to 
look  with  disfavor  upon  any  large  cancella¬ 
tion  of  the  French  indebtedness.  When 
defending  the  5  per  cent  rate  of  intere.st 
quoted  above.  Secretary  Mellon  was  speak¬ 
ing  against  a  plea  for  cancellation  on  the 
part  of  Mr.  Frederick  W.  Peabody. 


••U.  S.  Treas.  Dept.  An.  Rrpt.  oil  Hlale  of  Finances.  192S-26. 
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There  is  still  another  method,  aside  from 
those  mentioned  by  the  Treasury  Depart¬ 
ment,  which  is  considered  in  many  quarters 
as  a  much  more  reasonable  way  of  deter¬ 
mining  what  is  a  fair  rate  of  interest, 
namely,  the  current  return  upon  other  ob¬ 
ligations  of  the  several  foreign  govern¬ 
ments.  If,  fcr  example,  the  French  Gov¬ 
ernment  bonds  were  selling  in  the  market 
on  a  7  per  cent  basis,  the  United  States 
should  insist  upon  being  paid  a  7  per  cent 
bond.  On  this  basis,  a  fair  rate  of  in¬ 
terest  on  the  war  obligations  would  be 
different  for  each  country.  If  the  bonds 
of  Great  Britain  were  selling  on  the  mar¬ 
ket  for  4.5  per  cent,  those  of  France  for 
7  per  cent,  those  of  Belgium  for  6.5  per 
cent  and  those  of  Italy  for  7  per  cent,  in 
each  case  the  rate  of  return  on  the  govern¬ 
ment  obligations  should  be  comparable  to 
the  ordinary  commercial  rate  on  the  bonds 
of  the  government  in  question.  The  pres¬ 
ent  value  of  the  bond  obligations  would, 
therefore,  be  measured  in  terms  of  the 
current  return  on  comparable  obligations 
of  the  same  government. 

The  following  tables  show  the  principal 
amount  of  the  debts  of  the  various  coun¬ 
tries  having  debt-funding  agreements  with 
the  United  States,  the  total  amount  to  be 
received  over  a  period  of  sixty-two  years, 
and  the  present  value  of  the  debts  of  the 
various  countries  computed  upon  the  basis 


of  a  3  per  cent,  4.25  per  cent,  and  5  per 
cent  interest  rate.  It  will  be  noted  that  if 
3  per  cent  is  used  as  the  cost  of  money  to 
the  United  States,  according  to  Secretary 
Mellon’s  statement  before  the  Ways  and 
Means  Committee  on  May  20,  1926,  eight 
of  the  thirteen  countries  which  have 
funded  their  debts  to  the  United  States  are 
paying  more  than  the  total  principal  and 
interest  at  the  rate  of  3  per  cent.  It  is 
apparent,  therefore,  that  in  the  case  of 
these  countries,  upon  the  basis  of  Secretary 
Mellon’s  statement  of  May  20,  there  has 
been  no  cancellation,  but,  on  the  contrary, 
there  is  an  over-charge  of  .3  of  1  per  cent 
over  a  period  of  sixty-two  years.  If  4.25 
per  cent  is  taken  as  the  fair  rate,  there 
has  been  a  substantial  cancellation  of  a 
portion  of  the  indebtedness,  ranging  from 
75  per  cent  in  the  case  of  Italy,  to  17  per 
cent  ini  the  case  of  England.  If  5  per  cent 
is  taken  as  the  fair  rate,  according  to  Sec¬ 
retary  Mellon’s  statement  to  Mr.  Frederick 
W.  Peabody,  the  cancellation  in  the  case 
of  all  the  countries  is  obviously  much 
larger,  ranging  from  79  per  cent  in  the 
case  of  Italy  to  28  per  cent  in  the  case  of 
Great  Britain. 

The  principal  amounts  that  the  debtor 
governments  are  required  to  pay  under  the 
thirteen  debt-funding  agreements,  the  ag¬ 
gregate  interest  over  a  period  of  sixty-two 
years  and  the  total  principal  and  interest 
are  shown  by  the  following  table 


Country 

Principal 

Interest 

Total 

Great  Britain  . 

.  $  4,600,000,000 

$  6,605,965,000 

$11,106,966,000 

Finland  . 

.  9,000,000 

12,695,055 

21,695,056 

Hungary  . 

.  1,939,000 

2,754,240 

4,693,240 

Poland  . 

.  178,660,000 

257,127,650 

436,687,650 

Esthonia  . 

.  13,830,000 

19,601,140 

33,331,140 

Latvia  . 

.  6,775,000 

8,183,635 

13,958,635 

Lithuania  . 

.  6,030,000 

8,501,940 

14,631,940 

Czechoslovakia  . 

.  116,000,000 

197,811,433 

312,811,433 

Rumania  . 

.  44,590,000 

77,916,260 

122,506,260 

Belgium  . 

.  417,780,000 

310,050,600 

727,830,600 

France  . . 

.  4,026,000,000 

2,822,674,104 

6,847,674,104 

Jugoslavia  . 

.  62,860,000 

32,327,635 

95,177,636 

Italy  . 

.  2,042,000,000 

365,677,600 

2,407,677,600 

$11,522,354,000 

$10,621,185,993 

$22,143,639,993 

The  following  table  shows  the  average 
interest  rate  over  a  period  of  62  years,  the 
present  value  of  the  obligations  at  the 
respective  rates  of  interest  of  3  per  cent. 


4.25  per  cent  and  5  per  cent  and  the  per¬ 
centage  of  cancellation  or  overcharge  as 
the  case  may  be  upon  the  basis  of  these 
respective  rates  of  interest. 


’^Moulton  &  Pasvolsky,  p.  94. 
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Sreat  Britain . 

.  3.3% 

$4,922,702,000 

7% 

$3,788,470,000 

17% 

$3,296,948,000 

28% 

France  . 

.  1.6 

2,734,250,000 

32% 

1,996,509,000 

52 

1,681,369,000 

58 

Italy  . 

.  0.4 

782,321,000 

62 

528,192,000 

75 

426,287,000 

79 

Belgium  . 

.  1.8 

302,239,000 

28 

225,000,000 

46 

191,766,000 

54 

Poland  . 

.  3.3 

191,283,00 

7 

146,825,000 

18 

127,643,000 

29 

Czechoslovakia  ... 

.  3.3 

124,995,000 

8 

91,964,000 

21 

77,985,000 

33 

Rumania  . 

.  3.3 

48,442,000 

8 

35,172,000 

21 

29,507,000 

34 

Jugoslavia  . 

.  1.0 

30,286,000 

52 

20,030,000 

32 

15,919,000 

75 

Esthonia  . 

.  3.3 

14,798,000 

7 

11,392,000 

18 

9,915,000 

18 

Finland  . 

.  8.3 

9,630,000 

7 

7,413,000 

18 

6,452,000 

18 

Lithuania  . 

.  3.3 

6,452,000 

7 

4,967,000 

18 

4,322,000 

18 

Latvia  . 

.  3.3 

4,693,000 

7 

4,755,000 

18 

4,137,000 

18 

Hungary  . 

.  3.3 

2,076,000 

7 

1,596,000 

18 

1,388,000 
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GREAT  BRITAIN’S 
DEBT  AGREEMENTS 

Great  Britain,  because  she  is  both  a 
debtor  and  a  creditor,  is  in  a  peculiarly 
strategic  position  to  espouse  proposals  for 
the  cancellation  of  the  debts.  Britain  is  a 
debtor  to  the  United  States  to  the  extent 
of  $4,600,000,000.  On  the  other  hand,  she 
is  the  creditor  of  a  large  number  of  nations. 
The  amount  of  Great  Britain’s  advances 
to  her  Allies  during  the  Avar  was  approxi¬ 
mately  $10,000,000,000.  Her  chief  debtors 
consisted  of  Russia,  France  and  Italy. 

Great  Britain’s  first  official  declaration 
of  policy  with  regard  to  the  handling  of 
the  inter-Ally  debts  was  made  by  Mr.  Bal¬ 
four,  British  Secretary  of  State  for  Foreign 
Affairs,  on  August  1,  1922.  The  essential 
policy  outlined  in  the  now  famous  Balfour 
Note  is  stated  as  follows: 

“The  policy  favored  by  His  Majesty’s  Govern¬ 
ment  is,  as  I  have  already  observed,  that  of  sur¬ 
rendering  their  share  of  German  reparation,  and 
writing  off,  through  one  great  transaction,  the 
whole  body  of  inter-Allied  indebtedness.  But, 
if  this  be  found  impossible  of  accomplishment, 
we  wish  it  to  be  understood  that  we  do  not  in 
any  event  desire  to  make  a  profit  out  of  any 
less  satisfactory  arrangement.  In  no  circum¬ 
stances  do  we  propose  to  ask  more  from  our 
debtors  than  is  necessary  to  pay  to  our  creditors. 
And,  while  we  do  not  ask  for  more,  all  will  ad¬ 
mit  that  we  can  hardly  be  content  with  less.’’ 

Failing  to  secure  a  general  cancellation 
of  inter-govemmental  indebtedness,  and 
after  having  made  an  agreement  with  the 
United  States  for  the  funding  of  its  debt. 


Great  Britain  in  the  spring  of  1924,  opened 
negotiations  with  all  three  of  her  principal 
war  debtors.  The  net  result  of  her  nego¬ 
tiations  with  Russia  was  the  indefinite  post¬ 
ponement  of  any  settlement.  Her  negotia¬ 
tions  with  France  and  Italy  were  more  suc¬ 
cessful  and  have  resulted  in  debt-funding 
agreements  which  follow  the  general  pat¬ 
tern  of  the  American  agreements. 

The  funded  principal  of  the  Italian  debt 
to  England  amounts  to  £610,840,000.  By 
the  terms  of  the  Anglo-Italian  debt-funding 
agreement,  Italy  binds  herself  to  make  the 
following  payments  to  Great  Britain 

Approx. 

For  the  first  financial  year . £  2,000,000 

For  the  two  following  financial  years....  4,000,000 
For  the  four  following  financial  years....  4,250,000 
For  the  succeeding  years  until  1986-1987  4,500,000 
For  the  financial  year  1987-1988 .  2,250,000 

In  the  case  of  France,  the  funded  prin¬ 
cipal  of  the  French  debt  to  Great  Britain 
is  £653,127,900.  The  payments  provided 
in  the  Anglo-French  funding  agreements 
are  as  follows:-® 

Approx. 

1926- 27  .  £  4,000,000 

1927- 28  .  6,000,000 

1928- 29  .  8,000,000 

1929- 30  .  10,000,000 

1930- 31  to  1956-57,  inclusive....  12,500,000 

1957-58  to  1987-88,  inclusive....  14,000,000 

»Ibld.  p.  427. 

^French  War  Debt:  Agreement  for  the  Settlement  of  the  War 
Debt  of  France  to  Great  Britain.  London.  H.  M.  Stationery 
Office.  1926.  Cmd.  2692  (Official  text) 
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CONCESSIONS 

In  making  these  agreements  with  her 
debtors,  Great  Britain  followed  rigidly  the 
logic  of  the  Balfour  declaration,  to  wit,  that 
Great  Britain  would  in  no  case  ask  more 
from  her  debtors  than  it  was  necessary  for 
her  to  pay  to  her  creditors.  In  both  the 
French  and  Italian  agreements  a  provision 
was  inserted  by  which  Great  Britain  agreed 
to  reimburse  the  Italian  and  French  gov¬ 
ernments  for  all  payments  made  to  Great 
Britain  in  excess  of  the  amount  Great 
Britain  was  required  to  pay  the  United 
States.  The  provision  in  the  Anglo-Italian 
agreement  is  as  follows:  “If  at  any  time 
it  appears  that  the  aggregate  payments 
effectively  received  by  Great  Britain  under 
Allied  war  debt-funding  agreements  and 
on  account  of  reparations  or  of  liberation 
bonds  exceed  the  aggregate  payments 
effectively  made  by  Great  Britain  to  the 
government  of  the  United  States  of  Amer¬ 
ica  in  respect  of  war  debts,  an  account 
shall  be  drawn  up  by  the  British  Treasury, 
interest  at  5  per  cent  being  allowed  on 
both  sides  of  the  account,  and  if  that  ac¬ 
count  shows  that  the  receipts  exceed  the 
payments.  Great  Britain  will  credit  Italy 
against  the  payments  next  due  by  Italy 
under  Article  1  of  this  agreement,  with 
such  proportion  of  that  excess  as  the 
payments  effectively  made  by  Italy,  under 
Article  1  of  this  agreement,  bear  to  the 
aggregate  sums  effectively  received  by 
Great  Britain  under  all  Allied  war  debt¬ 
funding  agreements.  Thereafter  a  similar 
account  will  be  drawn  up  by  the  British 
Treasury  each  year  and  any  further  excess 
of  the  receipts  over  the  payments  shall 
each  year  give  rise  to  a  credit  to  Italy  of  a 
proportion  of  such  excess  calculated  in  the 
manner  indicated  above.  On  the  other 
hand,  any  deficit  shall  be  made  good  by 
an  increase  in  the  payments  next  due  by 
Italy  up  to  a  similar  proportion  of  such 
deficit  within  the  limit  of  the  total  amount 
of  the  credits  already  allowed  to  Italy 
under  this  article.” 

In  the  settlement  with  France,  Great 
Britain  also  acknowledged  the  dependence 
of  the  French  debt  payments  upon  France’s 
reparation  receipts  from  Germany.  The 


French  Government  attempted  to  secure 
these  concessions  from  the  United  States, 
but  the  American  representatives  insisted 
that  the  obligations  of  France  to  the  United 
States  were  in  no  way  connected  with  Ger¬ 
man  obligations  to  France  under  the  Dawes 
Plan.  The  recognition  of  the  dependence 
of  the  French  payments  to  Great  Britain 
upon  German  reparations  was  not  inserted 
into  the  main  text  of  the  funding  agree¬ 
ment,  but  in  an  exchange  of  notes  between 
M.  Caillaux  and  Mr.  Churchill,  the  British 
Chancellor  acceded  to  the  request  made 
by  the  French  Minister  of  Finance.  M. 
Caillaux,  in  his  note  to  the  British  Chan¬ 
cellor  of  the  Exchequer,  said: 

“In  assuming  the  responsibility  of  signing  the 
agreements  for  the  settlement  of  the  French  war 
debt  to  Great  Britain  and  thereby  accepting  the 
payment  of  the  annuities  fixed  on  the  sole  credit 
of  France,  I  feel  bound  to  explain  that  in  the 
opinion  of  the  French  Government,  the  future 
possibility  of  making  payments  and  transfers 
across  the  exchange  of  the  amounts  required  to 
assure  the  fulfillment  of  the  debt  settlements 
with  the  United  States  and  Great  Britain  in¬ 
evitably  depends  largely  on  the  continued  trans¬ 
fer  of  receipts  from  Germany  under  the  Dawes 
Plan.  If,  therefore,  for  reasons  outside  the  con¬ 
trol  of  France,  such  receipts  should  cease  com¬ 
pletely,  or  to  an  extent  greater  than  one-half,  a 
new  situation  would  be  created  and  the  French 
Government  reserves  the  right  in  such  an  event 
of  asking  the  British  Government  to  reconsider 
the  question  in  the  light  of  all  the  circumstances 
then  prevailing. 

“It  is  subject  to  this  express  reservation  that  I 
am  ready  to  sign  the  agreement  which  we  have 
drawn  up.” 

Mr.  Winston  Churchill  replied  as  fol¬ 
lows 

"...  His  Majesty’s  Government  must  main¬ 
tain  that  the  position  of  the  settlement  which  we 
have  arrived  at  of  the  French  war  debt  to  this 
country  depends,  like  that  of  the  debt  itself,  on 
the  sole  credit  of  France.  You  will  realize  that 
in  the  hypothetical  circumstances  that  you  men¬ 
tion  Great  Britain  would  have  already  suffered 
a  diminution  of  the  receipts  from  the  Dawes 
scheme,  which  we  have  taken  into  account  in  ar¬ 
riving  at  the  various  debt  settlements,  and  this 
is  one  of  the  factors  which  would  have  to  be 
borne  in  mind  in  the  event  of  any  reconsideration 
of  the  question  being  desired  by  the  French 
Government.  Subject  to  this  I  do  not  object  to 
the  statement  that  you  make. 


•“lUtm. 
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“In  the  event  of  any  modification  being  made, 
I  should  expect,  in  order  to  secure  equal  treat¬ 
ment  among  creditors,  that  other  creditors 
of  France  would  take  into  consideration  a  cor¬ 
responding  modification  of  the  debts  due  to  them.” 

Although  debt-funding  agreements  have 
been  negotiated  between  the  chief  debtor 
and  creditor  nations,  little  attempt  has  yet 
been  made  to  solve  the  economic  problems 
involved  in  repayment.  From  an  Ameri¬ 
can  point  of  view  there  are  two  distinct 
aspects  to  this  economic  problem.  The 


first  is  the  relation  of  foreign  debt  pay¬ 
ments  to  the  public  finance  of  the  United 
States.  What  effect  will  the  collection  of 
the  war  debts  have  upon  the  American 
taxpayer? 

The  second  aspect  of  the  question  in¬ 
volves  the  problem  of  how  these  payments 
are  to  be  effected.  Since  ultimately  inter¬ 
national  accounts  are  balanced  by  the  ship¬ 
ment  of  goods  from  the  debtor  to  the 
creditor  country,  what  effect  will  this  have 
upon  A.merican  commerce  and  industry? 


ECONOMIC  ASPECTS  OF  THE  DEBT  PROBLEM 


Since  a  large  proportion  of  the  public 
indebtedness  of  the  United  States  was  ac¬ 
quired  under  the  Liberty  Loan  Acts  for  the 
purpose  of  loaning  money  to  the  Allied 
governments,  and  since  whatever  payments 
are  received  from  foreign  governments  on 
account  of  their  debt  to  the  United  States 
will  be  applied  to  the  retirement  of  public 
debt,  it  is  necessary  to  review  briefly  the 
condition  of  the  American  Treasury,  the 
size  of  the  total  debt  and  the  provisions 
which  have  been  made  for  its  liquidation, 
in  order  to  get  a  true  picture  of  the  rela¬ 
tions  between  debt  collection  and  the  an¬ 
nual  taxes  that  American  citizens  are  re¬ 
quired  to  pay  to  the  Federal  Treasury. 

Before  the  war  the  public  debt  of  the 
United  States  was  negligible,  amounting  to 
only  about  $1,000,000,000.  During  and 
immediately  after  the  war,  however,  the 
United  States,  in  order  to  meet  its  heavy 
war-time  expenditures  and  to  loan  money 
to  its  Allies,  accumulated  a  heavy  burden 
of  public  indebtedness  amounting  at  its 
peak,  in  August,  1920,  to  more  than  $26,- 
000,000,000.  Since  1920  this  indebtedness 
has  been  decreased  by  approximately  $6,- 
000,000,000.  This  rapid  reduction  of  the 
public  debt  has  been  accomplished  through 
the  application  of  the  following  funds 

1.  The  receipts  of  the  Government 
through  the  sinking  fund,  which  was  es¬ 
tablished  by  Congress  in  order  to  provide 
for  the  eventual  liquidation  of  the  public 
debt,  and  composed  of  (a)  a  regular 

"U.  S.  Treas.  Dept.  An.  Itcpt.  on  State  of  Finances.  1925-26. 
P-  44-5. 


budget  charge  of  2V^  per  cent  of  the  war 
debt,  not  represented  by  foreign  loans 
(about  $10,000,000,000) ;  (b)  the  annual 
interest  which  would  have  been  paid  on 
the  retired  Liberty  Bonds  had  they  been 
left  outstanding. 

From  1920  to  1926,  inclusive,  $2,743,- 
000,000  of  the  public  debt  was  liquidated 
through  these  ordinary  budget  charges,  of 
which  the  sinking  fund  provided  about  $1,- 
740,000,000  of  the  total.  Only  $506,- 
686,000  was  received  from  foreign  govern¬ 
ments  under  the  debt  settlements  during 
this  period.  The  annual  retirements 
chargeable  against  ordinary  receipts  for 
the  period  1920-1926,  inclusive,  is  shown 
as  follows: 


1920  . $  78,746,350 

1921  .  427,123,566 

1922  .  422,694,600 

1923  .  402,850,491 

1924  . 457,999,750 

1925  .  466,538,114 

1926  .  487,376,051 


$2,743,328,922 

2.  In  addition  to  the  debt  retirement 
chargeable  against  ordinary  receipts  are 
the  reductions  in  the  public  debt  which 
have  resulted  from  the  application  of  the 
annual  surplus  to  debt  reduction.  For  the 
past  six  years  Federal  receipts  have  ex¬ 
ceeded  the  ordinary  expenditures  each 
year,  and  this  “surplus”  has  been  con¬ 
sistently  applied  to  the  reduction  of  the 
public  debt.  The  annual  surplus  that  has 
been  applied  to  the  reduction  of  the  public 
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debt  from  1920  to  1926,  inclusive,  is  shown 
as  follows: 


1920  . $  212,475,198 

1921  . 86,723,772 

1922  .  313,801,651 

1923  .  309,657,460 

1924  .  505,366,986 

1925  . 250,605,238 

1926  .  377,767,817 


$2,056,298,122 

3.  A  further  source  of  debt  retirement 
within  the  last  six  years  has  been  through 
reductions  in  the  net  balance  in  the  gen¬ 
eral  fund.  The  money  in  the  general  fund 
is  made  up  from  the  sale  of  properties  of 
the  Government.  After  the  war,  the 
United  States  found  itself  with  a  large 
supply  of  war  property  of  no  immediate 
use,  and  this  was  sold  to  private  corpora¬ 
tions  and  placed  in  a  general  fund.  As  a 
consequence  there  has  been  about  $1,041 
million  of  public  debt  liquidation  by  the 
application  of  this  general  fund  to  the  pub¬ 
lic  debt.  This,  it  should  be  noticed,  is  only 
a  temporary  source  of  debt  reduction  and 
the  amounts  paid  from  this  source  have 
steadily  decreased  since  1920.  The  public 
debt  retirements  through  the  application 
of  the  proceeds  of  the  general  fund  to  debt 
reduction  for  the  years  1920-26,  inclusive, 
are  shown  as  follows: 


1920  . $  893,963,146 

1921  .  191,976,423 

1922  .  277,672,693 

1923  .  98,833,608 

1924  .  135,527,640 

1925  .  17,575,749 

1926  . 7,833,705 


$1,041,662,801 

The  record  of  the  United  States  in  re¬ 
ducing  the  public  debt  at  the  rate  of  almost 
a  billion  dollars  a  year  for  the  past  six 
years  is  unprecedented  in  the  history  of 
public  finance.  It  has  been  made  possible 
only  by  the  applications  to  debt  reduction 
of  the  balance  in  the  general  fund  and 
the  surplus.  These  are  only  temporary 
sources  of  debt  reduction,  however,  and 
it  is  likely  that  the  United  States  will 
in  the  future  be  forced  to  rely  upon  the 


sinking  fund  and  payments  from  foreign 
governments  under  the  debt  settlements 
for  the  reduction  of  the  public  debt. 

The  funds  to  be  received  from  foreign 
governments  under  the  debt  settlements 
have  not  been  made  a  part  of  the  budget. 
From  1923  to  1926,  inclusive,  more  than 
503  million  dollars  received  from  foreign 
governments  have  been  applied  to  debt  re¬ 
duction.  It  is  also  the  stated  policy  of  the 
Treasury  to  use  all  funds  received  under 
the  debt  settlements  for  the  purpose  of 
retiring  the  debt.  Under  the  present  debt¬ 
funding  agreements,  the  United  States  is 
due  to  receive  from  foreign  governments 
for  the  first  five  years  an  average  of  $213 
million  a  year;  for  the  next  forty-five  years, 
an  average  of  $357  million  a  year;  and  for 
the  last  twelve  years  of  the  agreements, 
an  average  of  $414  million  a  year.  If  the 
debt-funding  agreements  are  executed  they 
will  thus  provide  a  substantial  annual  fund 
for  the  reduction  of  the  public  debt. 

The  necessary  charges  on  the  public  debt 
at  the  present  time  amount  to  about  21  per 
cent  of  all  the  expenditures  of  the  Federal 
Government.  The  effect  of  the  payment 
of  the  war  debts  would  be  to  reduce  the 
public  debt,  which  would  consequently 
bring  about  a  reduction  in  the  annual  in¬ 
terest  charges.  If  the  annual  payments 
of  the  foreign  debts  were  received  by  the 
United  States  it  would  reduce  by  approxi¬ 
mately  10  per  cent  the  amount  that  Ameri¬ 
can  citizens  would  be  required  to  pay  for 
the  general  expenses  of  the  government. 
On  a  per  capita  basis  the  taxpayers  would 
be  relieved  of  paying  from  two  to  four 
dollars  each  year. 

THE  EXCHANGE 
PROBLEM 

More  important  to  the  American  tax¬ 
payer  than  the  immediate  effect  of  the 
liquidation  of  the  war  debts  are  the  eco¬ 
nomic  results  which  can  be  expected  from 
the  execution  of  the  debt-funding  agree¬ 
ments.  International  obligations  of  this 
magnitude  are  not  liquidated  by  the  ship¬ 
ment  of  gold  from  the  debtor  to  the 
creditor  country.  In  order  for  the  debtor 
governments  to  pay  their  obligations  to 
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the  United  States  there  are  two  problems 
involved.  First,  it  is  necessary*  for  the 
debtor  governments  to  raise  by  taxation 
sufficient  funds  in  excess  of  their  ordinary 
requirements  to  meet  their  payments  to 
the  United  States.  And  secondly,  since 
the  money  thus  raised  by  taxation  is  in  the 
currency  of  the  debtor  governments,  it  is 
necessary  for  them  to  change  their  sterling, 
francs  or  lira  into  American  dollars.  As¬ 
suming  that  the  first  requirement  is  met 
and  the  debtor  governments  have  raised 
by  taxation  sufficient  sums  to  pay  then- 
annuities,  how  can  they  secure  dollars  with 
which  to  pay  the  American  Government? 

In  the  long  run  there  is  only  one  way 
—by  exporting  either  goods  or  services,  or 
both,  in  excess  of  the  value  of  the  goods 
and  services  imported.  The  United  States 
must,  therefore,  import  in  excess  of  the 
amounts  she  exports.  This  process  need 
not  consist  of  a  direct  exchange  of  goods 
and  services  between  the  debtor  country 
and  the  United  States.  France,  for  ex¬ 
ample,  may  buy  sterling  and  sell  it  in 
London  for  dollars  and  then  transfer  the 
dollars  to  the  United  States.  The  im¬ 
portant  fact  is  that  the  debtor  nation 
must  secure  dollar  exchange  either  directly 
or  indirectly — i.  e.  that  it  must  have  an  ex¬ 
port  balance  on  the  total  of  visible  and 
invisible  items  and  the  United  States  must 
have  an  import  balance.  This  has  led  many 
to  believe  that  the  receipt  of  debt  payments 
by  the  United  States  would  flood  the  Ameri¬ 
can  market  with  foreign  goods,  with  disas¬ 
trous  results  to  American  industry. 


PRIVATE  DEBTS  REPLACE 
PUBLIC  DEBTS 

While  there  may  be  a  large  element  of 
truth  in  this  analysis,  it  overlooks  many 
complicated  factors  in  the  problem.  There 
is  still  another  method  whereby  foreign 
governments  can  secure  American  dollars 
— by  private  borrowings  in  the  United 
States.  While  it  is  true  in  the  long  run 
that  the  settlement  of  the  debts  as  well  as 
the  payment  of  interest  and  principal  on 
the  sums  privately  borrowed  from  the 
United  States  will  have  to  be  paid  in  goods 
and  services,  the  process  of  borrowing  may 


nevertheless  go  on  for  an  indefinite  period 
of  time. 

Within  the  last  four  years  since  the  first 
payments  on  account  of  the  war  obligations 
were  made  to  the  United  States,  private 
American  bankers  have  loaned  abroad  in 
much  greater  amounts  than  the  govern¬ 
ment  has  received  upon  the  obligations  of 
the  debtor  countries.  As  long  as  these 
private  loans  continue,  foreign  govern¬ 
ments  will  have  no  difficulty  in  securing' 
dollar  exchange  with  which  to  meet  their 
annual  debt  payments  to  the  United  States. 
But  while  they  could  eventually  liquidate 
their  debts  in  this  manner,  their  private 
indebtedness  to  American  bankers  would 
be  correspondingly  increased. 

There  can  be  no  real  liquidation  of  the 
debts  as  long  as  this  private  borrowing 
continues.  The  net  effect  of  such  transac¬ 
tions  is  only  to  change  the  form  of  the 
debts  from  public  to  private  obligations. 

THE  DEBTS  AND  THE  BALANCE 
OF  INTERNATIONAL  PAYMENTS 

The  difficulty  of  expecting  the  debtor 
governments  to  meet  their  obligations  to 
the  United  States  in  terms  of  goods  is  seen 
by  referring  to  the  trend  in  the  balance  of 
international  payments.  For  a  number  of 
years  the  United  States  has  had  a  heavy 
export,  or  so-called  “favorable”  balance, 
of  international  payments.  In  1925,  for 
example,  there  was  a  favorable  balance  of 
$666,000,000  on  the  amount  of  recorded 
merchandise,  according  to  the  figures  of 
the  United  States  Department  of  Com¬ 
merce.  When  the  so-called  “invisible” 
items  are  taken  into  consideration,  this 
favorable  balance  is  considerably  reduced, 
but  even  taking  these  into  consideration 
there  was  a  total  favorable  balance  on  our 
current  items  entering  into  the  interna¬ 
tional  account  of  $323,000,000.  This  large 
export  balance  is  consistent  with  the  gen¬ 
eral  trend  of  American  foreign  trade  since 
1919,  as  shown  by  the  following  table  pre¬ 
pared  by  the  National  Industrial  Confer¬ 
ence  Board,  upon  the  basis  of  information 
published  by  the  United  States  Department 
of  Commerce.®- 

*^at.  Ind.  Conf.  Bd.  Inter-Ally  Debts  and  the  United  States. 
p.  192. 
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<^In 

millions 

of  dollars—' 

1919 

1920 

19V. 

1922 

1923 

1924 

Credits 

1.  Exports  of  merchandise  . 

. $7,920 

$8,229 

$4,485 

$3,867 

$4,208 

$4,661 

2.  Exports  of  gold  (net )....< 

.  160 

3.  Exports  of  silver  (net) .  152 

4.  Exports  of  U.  S.  Currency 

26 

36 

(net)  . 

6.  Ocean  (freight)  charges 

.  91 

re- 

103 

50 

ceivable  (net)  . 

6.  Total  credits  on  capital 

.  93 

ac- 

93 

33 

7 

8 

counts  . 

.  565 

621 

383  f 

676 

943 

851 

7.  Total  credits  . 

. $8,981 

$9,072 

$4,901 

$4,550 

$5,201 

$5,546 

1919 

1920 

1921 

1922 

1923 

1924 

Debits 

8.  Imports  of  merchandise... 

. $3,904 

$5,279 

$2,509 

$3,113 

$3,819 

$3,681 

9.  Imports  of  gold  (net)  . 

50 

667 

238 

294 

258 

10.  Imports  of  silver  (net) . 

11.  Imports  of  U.  S.  currency 

11 

8 

2 

(net)  . 

12.  Ocean  freight  charges 

pay- 

100 

50 

able  (net)  . 

13.  Immigrants’  remittances 

and 

8 

relief  . 

.  600 

700 

500 

400 

360 

355 

14.  Tourists’  expenditures  (net)  60 

15.  Total  debits  on  capital  ac- 

150 

200 

300 

400 

500 

countf  . 

.  3,345 

1,750 

1,142 

979 

436 

914 

16.  Total  debits  .  . 

. $7,899 

$7,929 

$5,129 

$5,038 

$5,319 

$5,758 

17.  Unaccounted  for . — 1,082  — 1,143  -f  228 

flncludes  payments  to  or  from  United  States  Government. 

-f488 

+119 

+212 

WAR  DEBTS  AND 

AMERICAN  FOREIGN  INVESTMENTS 

It  is  obvious  that  there  can  be  no  real 
settlement  of  the  European  indebtedness 
to  the  United  States  as  long  as  this  country 
continues  to  maintain  a  heavy  favorable 
balance  of  payments.  If  the  foreign  gov¬ 
ernments  continue  to  make  payments  on 
the  debts  to  the  United  States  Government, 
they  will  have  to  do  so  by  private  borrow¬ 
ing.  The  only  result  of  this,  as  indicated 
above,  will  be  to  liquidate  the  government 
indebtedness,  at  the  same  time  increasing 
the  indebtedness  to  the  United  States  on 
private  accounts. 

Since  the  war  the  United  States  has  be¬ 
come  the  leading  creditor  nation  of  the 
world.  At  the  present  time,  American 
foreign  investments  amount  to  about  $12,- 
000,000,000  and  the  annual  interest  that 
Americans  are  entitled  to  receive  upon 
the  basis  of  this  large  investment  has 
been  estimated  to  be  approximately  $750,- 
000,000  a  year — an  amount  almost  twice 


as  large  as  the  annuities  due  the  United 
States  Government  under  the  debt-fund¬ 
ing  agreements.  If  the  United  States  were 
to  receive  regularly  the  annual  payments 
on  account  of  the  war  debts  and  private  in¬ 
vestments  it  would  be  necessary  to  have 
an  unfavorable  balance  of  payments  of 
approximately  a  billion  dollars  a  year. 
Such  a  sudden  reversal  of  American  trade 
relations  is  not  considered  even  as  a  re¬ 
mote  possibility  by  any  one  familiar  with 
international  commercial  transactions.  It  is 
doubtful  if  foreign  countries,  under  exist¬ 
ing  economic  conditions,  could  produce  the 
kinds  of  commodities  which  would  bring 
about  such  a  change  in  trade  relations,  to 
say  nothing  of  the  difficulties  of  shipping 
these  commodities  into  the  United  States 
over  the  tariff  wall.  Moreover,  American 
industry  is  disinclined  to  encourage  such  a 
reversal  of  American  trade  relations. 
Under  the  leadership  of  the  Bureau  of 
Foreign  and  Domestic  Commerce  of  the 
United  States  Department  of  Commerce, 
American  business  is  engaged  in  a  cam- 
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paign  of  seeking  new  markets  and  increas¬ 
ing  the  volume  of  its  exports. 

AMERICAN  PROSPERITY  AND 
EUROPEAN  PURCHASING  POWER 

The  economic  welfare  of  the  United 
States  is  linked  with  the  liquidation  of  the 
war  debts  in  still  another  way.  Europe  i.s 
one  of  the  largest  customers  of  the  United 
States  and  the  ability  of  Europeans  to  buy 
American  products  will  be  affected  by  the 
amounts  they  are  required  to  pay  on  their 
debts  to  the  United  States.  Secretary 
Mellon  in  defending  the  Italian  Debt  Settle¬ 
ment  before  the  Ways  and  Means  Com¬ 
mittee  of  the  House  of  Representatives 
said: 


“The  settlements  are  made  in  the  real 
interests  of  those  American  producers 
who  must  have  a  foreign  market  able  to  • 
buy.  The  American  producer  needs 
these  debt  settlements.  The  entire  for¬ 
eign  debt  is  not  worth  as  much  to  the 
American  people  in  dollars  and  cents 
as  a  prosperous  Europe  as  a  customer." 

The  precise  effect  of  the  liquidation  of 
the  war  debts  on  the  European  demand 
for  American  products  is  perhaps  im¬ 
possible  to  determine  with  any  degree  of 
accuracy.  It  is,  however,  a  question  of 
most  vital  concern  to  the  economic  pros¬ 
perity  of  the  United  States  and  one  which 
in  the  future  will  loom  large  in  importance. 


ANNEX  I 

SKELETON  FORM  OF  CERTIFICATE  OF  INDEBTEDNESS 

Given  by  the  Borrowing  Government  to  the  Government  of  the  United  States  under  the  Liberty  Bond  Acts 


The  Government  of  (name  of  foreign  govern¬ 
ment)  for  value  received  promises  to  pay  to  the 
United  States  of  America,  or  assigns,  the  sum  of 
(number  of  dollars  in  words),  on  demand,  with  in¬ 
terest  from  date  hereof  at  the  rate  of  (rate  of  per 
cent)  per  cent  per  annum.  Such  principal  sum  and 
the  interest  thereon  will  be  paid  without  deduction 
for  any  (name  of  foreign  Government)  taxes,  pres¬ 
ent  or  future,  in  gold  coin  of  the  United  States 
of  America  of  the  present  standard  of  weight  and 
fineness  at  the  Subtreasury  of  the  United  States  in 
New  York,  or,  at  the  option  of  the  holder,  at  the 
Treasury  of  the  United  States  in  Washington. 

This  certificate  will  be  converted  by  the  Govern¬ 
ment  of  (name  of  foreign  Government)  if  requested 
by  the  Secretary  of  the  Treasury  of  the  United 
States  of  America,  at  par  with  an  adjustment  of 
accrued  interest  into  an  equal  par  amount  of  (rate 
per  cent)  per  cent  convertible  gold  bonds  of  the 
Government  of  (name  of  foreign  Government), 
conforming  to  the  provisions  of  acts  of  Congress 


of  the  United  States  known,  respectively,  as  second 
Liberty  bond  act,  third  Liberty  bond  act,  and  fourth 
Liberty  bond  act.  If  bonds  of  the  United  States 
issued  under  authority  of  said  acts  shall  be  con¬ 
verted  into  other  bonds  of  the  United  States  bear¬ 
ing  a  higher  rate  of  interest  than  4%  per  cent 
per  annum,  a  proportionate  part  of  the  obligations 
of  the  Government  of  (name  of  foreign  Govern¬ 
ment)  of  this  series  acquired  by  the  United  States 
under  authority  of  said  acts  shall,  at  the  request  of 
said  Secretary  of  the  Treasury,  be  converted  into 
obligations  of  said  Government  of  (name  of  foreign 
Government),  bearing  interest  at  a  rate  exceeding 
that  previously  borne  by  this  obligation  by  the 
same  amount  as  the  interest  rate  of  the  bonds  of 
the  United  States  issued  upon  such  conversion  ex¬ 
ceeds  the  interest  rate  of  (rate  of  this  obligation) 
per  cent,  but  not  less  than  the  highest  rate  of  in¬ 
terest  borne  by  such  bonds  of  the  United  States.** 

**U.  S.  Treas.  Dept.  .dti.  A’rpt.  oh  State  of  Finances.  1919-20. 
p.  56-7. 


ANNEX  II 

ACT  OF  CONGRESS  CREATING  THE  WORLD  WAR  FOREIGN  DEBT  COMMISSION* 

(Approved  February  9,  1922) 


An  Act  to  Create  a  Commission  Authorized  under 
Certain  Conditions  to  Refund  or  Convert  Obliga¬ 
tions  of  Foreign  Governments  Held  by  the  United 
States  of  America  and  for  Other  Purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Repre- 
lentatives  of  the  United  States  of  America  in  Con- 
grets  assetnbled.  That  a  World  War  Foreign  Debt 
Commission  is  hereby  created  consisting  of  five 
members,  one  of  whom  shall  be  the  Secretary  of 
the  Treasury,  who  shall  serve  as  chairman,  and  four 


of  whom  shall  be  appointed  by  the  President,  by 
and  with  the  advice  and  consent  of  the  Senate. 

Sec.  2.  That,  subject  to  the  approval  of  the  Pres¬ 
ident,  the  commission  created  by  section  1  is  here¬ 
by  authorized  to  refund  or  convert,  and  to  extend 
the  time  of  payment  of  the  principal  or  the  inter¬ 
est,  or  both,  of  any  obligation  of  any  foreign  Gov¬ 
ernment  now  held  by  the  United  States  of  America, 

•Offlcial  text  (Public — No.  139 — 67th  ConKress.  42  Stat.  L., 
363). 
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or  any  obligation  of  any  foreign  Government  here¬ 
after  received  by  the  United  States  of  America  (in¬ 
cluding  obligations  held  by  the  United  States  Grain 
Corporation,  the  War  Department,  the  Navy  De¬ 
partment,  or  the  American  Relief  Administration), 
arising  out  of  the  World  War,  into  bonds  or  other 
obligations  of  such  foreign  Government  in  substi¬ 
tution  for  the  bonds  or  other  obligations  of  such 
Government  now  or  hereafter  held  by  the  United 
States  of  America,  in  such  form  and  of  such  terms, 
conditions,  date  or  dates  of  maturity,  and  rate  or 
rates  of  interest,  and  with  such  security,  if  any,  as 
shall  be  deemed  for  the  best  interests  of  the  United 
States  of  America:  Provided,  That  nothing  con¬ 
tained  in  this  Act  shall  be  construed  to  authorizie  or 
empower  the  commission  to  extend  the  time  of  ma¬ 
turity  of  any  such  bonds  or  other  obligations  due 
the  United  States  of  America  by  any  foreign  Gov¬ 
ernment  beyond  June  15,  1947,  or  to  fix  the  rate 
of  interest  at  less  than  4^  per  cent  per  annum: 
Provided  further.  That  when  the  bond  or  other  ob¬ 


ligation  of  any  such  Government  has  been  refundti 
or  converted  as  herein  provided,  the  authority  df 
the  commission  over  such  refunded  or  converted 
bond  or  other  obligation  shall  cease. 

Sec.  3.  That  this  Act  shall  not  be  construed  ti 
authorize  the  exchange  of  bonds  or  other  oblige, 
tions  of  any  foreign  Government  for  those  of  anj 
other  foreign  Government,  or  cancellation  of  aii| 
part  of  such  indebtedness  except  through  paymeat 
thereof. 

Sec.  4.  That  the  authority  granted  by  this  Ad 
shall  cease  and  determine  at  the  end  of  three  yean 
from  the  date  of  the  passage  of  this  Act. 

Sec.  5.  That  the  annual  report  of  this  commit- 
sion  shall  be  included  in  the  Annual  Report  of  tht 
Secretary  of  the  Treasury  on  the  state  of  the  fi¬ 
nances,  but  said  commission  shall  immediatelj 
transmit  to  the  Congress  copies  of  any  refunding 
agreements  entered  into,  with  the  approval  of  tht 
President,  by  each  foreign  Government  upon  tlw 
completion  of  the  authority  granted  under  this  Act 


ANNEX  111 

AMENDMENT  TO  THE  DEBT  COMMISSION  ACT  RELATIVE  TO  THE  BRITISH 

SETTLEMENT* 


(Approved  February  28,  1923) 


An  Act  to  Amend  the  Act  Entitled  “An  Act  to  Cre¬ 
ate  a  Commission  Authorized  under  Certain  Con¬ 
ditions  to  Refund  or  Convert  Obligations  of 
Foreign  Governments  Held  by  the  United  States 
of  America,  and  for  Other  Purposes,”  Approved 
February  9,  1922. 

Be  it  enacted  by  the  Senate  and  House  of  Repre¬ 
sentatives  of  the  United  States  of  America  in  Con¬ 
gress  assembled.  That  the  first  proviso  of  section  2 
of  the  Act  entitled  “An  Act  to  create  a  commission 
authorized  under  certain  conditions  to  refund  or  con¬ 
vert  obligations  of  foreign  governments  held  by 
the  United  States  of  America,  and  for  other  pur¬ 
poses,”  approved  February  9,  1922,  is  amended  to 
read  as  follows: 

“Provided,  That  the  settlement  of  indebtedness, of 
the  United  Kingdom  of  Great  Britain  and  Ireland 
to  the  United  States,  as  given  below. 

“The  principal  of  the  bonds  shall  be  paid  in  an¬ 
nual  installments  on  a  fixed  schedule,  subject  to 
the  right  of  the  British  Government  to  make  these 
payments  in  three-year  periods.  The  amount  of  the 
first  year’s  installment  will  be  $23,000,000  and 
these  annual  installments  will  increase  with  due 
regularity  during  the  life  of  the  bonds  until,  in  the 
sixty-second  year,  the  amount  of  the  installment 
will  be  $175,000,000,  the  aggregate  installments  be¬ 
ing  equal  to  the  total  principal  of  the  debt. 

Principal  of  notes  to  be  refund¬ 
ed  . $  4,074,818,358.44 

Interest  accrued  and  unpaid  up 
to  December  15th,  1922,  at  the 

•Official  text  (Public — No.  4ES — 67th  ConKreas,  42  Stat.  I... 
1326). 


rate  of  4  %  per  cent 


629,836,106.99 
$  4,704,654,465.4} 


Deduct  payments  made  October 
16,  1922,  and  November  15, 
1922,  with  interest  at  4V^  per 
cent  thereon  to  December  15, 
1922  . 


To  be  paid  in  cash 


100,526,379.69 

$  4,604,128,085.74 
4,128,085.74 


Total  principal  of  indebted¬ 
ness  as  of  December  15, 

1922,  for  which  British 
Government  bonds  are  to 
be  issued  to  the  United 
States  Government  at  par  $  4,600,000,000.(M 

“The  British  Government  shall  have  the  right  to 
pay  off  additional  amounts  of  the  principal  of  tho 
bonds  on  any  interest  date  upon  ninety  day’s  previ¬ 
ous  notice. 

“Interest  is  to  be  payable  upon  the  unpaid  bal¬ 
ances  at  the  following  rates,  on  December  15  and 
June  15  of  each  year:  At  the  rate  of  3  per  cent 
per  annum  payable  semi-annually  from  December 
15,  1922,  to  December  15,  1932,  thereafter  at  the 
rate  of  3V^  per  cent  per  annum  payable  semi¬ 
annually  until  final  payment. 

“For  the  first  five  years  one-half  of  the  interest 
may  be  deferred  and  added  to  the  principal,  bonds 
to  be  issued  therefor  similar  to  those  of  the  original 
issue. 

“Any  payment  of  interest  or  of  principal  maj 
be  made  in  any  United  States  Government  bonds 
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issued  since  April  6,  1917,  such  bonds  to  be  taken 
at  par  and  accrued  interest — is  hereby  approved 
and  authorized,  and  settlements  with  other  govern¬ 
ments  indebted  to  the  United  States  are  hereby 
authorized  to  be  made  upon  such  terms  as  the  com¬ 
mission,  created  by  the  Act  approved  February  9, 
1922,  may  believe  to  be  just,  subject  to  the  ap¬ 
proval  of  the  Congress  by  Act  or  joint  resolution.” 

Sec.  2.  That  the  first  section  of  the  Act  entitled 
“An  Act  to  create  a  commission  authorized  under 
certain  conditions  to  refund  or  convert  obligations 
of  foreign  governments  held  by  the  United  States 
of  America,  and  for  other  purposes,”  approved 


February  9,  1922,  is  amended  to  read  as  follows: 

‘‘That  a  World  War  Foreign  Debt  Commission  is 
hereby  created  consisting  of  eight  members,  one  of 
whom  shall  be  the  Secretary  of  the  Treasury,  who 
shall  serve  as  chairman,  and  seven  of  whom  shall  be 
appointed  by  the  President,  by  and  with  the  advice 
and  consent  of  the  Senate.  Not  more  than  four 
members  so  appointed  shall  be  from  the  same  poli¬ 
tical  party.” 

Sec.3.  That  the  provisions  of  section  2  of  this 
Act  shall  not  affect  the  tenure  of  office  of  any  per¬ 
son  who  is  a  member  of  the  World  War  Foreign 
Debt  Commission  at  the  time  this  Act  takes  effect. 


ANNEX  IV 

DEBT  SETTLEMENT  WITH  GREAT  BRITAIN* 


Agreement  dated  June  19,  192S.  Approved  on  the 
part  of  the  United  States  by  Act  of  Congress  of 
February  28,  192S.  It  was  not  necessary  to  have 
the  agreetnent  ratified  by  the  British  Parliament. 

A  Proposal, 

Dated  the  eighteenth  day  of  June,  1923  by  HIS 
BRITANNIC  MAJESTY’S  GOVERNMENT,  here¬ 
inafter  called  GREAT  BRITAIN,  to  the  GOV¬ 
ERNMENT  OF  THE  UNITED  STATES  OF 
AMERICA,  hereinafter  called  the  UNITED 
STATES,  regarding  the  funding  of  the  debt  of 
GREAT  BRITAIN  to  the  UNITED  STATES. 

Whereas  Great  Britain  is  indebted  to  the  United 
States  as  of  15th  December,  1922,  upon  demand 
obligations  in  the  principal  amount  of  $4,074,818,- 
358.44,  not  including  obligations  in  the  principal 
amount  of  $61,000,000,  representing  advances 
deemed  to  have  been  made  to  cover  purchases  of 
silver  under  the  Act  of  Congress  approved  23rd 
April,  1918,  of  which  $30,600,000  has  been  repaid 
in  April  and  May,  1923,  and  the  balance  is  to  be  re¬ 
paid  in  1924,  pursuant  to  an  agreement  already 
made  between  the  parties,  and  Great  Britain  is 
further  indebted  to  the  United  States,  as  of  15th 
December,  1922,  on  account  of  interest  accrued 

Principal  amount  of  demand  obligations  to  be 

funded  . 

Interest  accrued  thereon  from  15th  April  and 
16th  May,  1919,  respectively,  to  15th 
December,  1922,  at  the  rate  of  4V4  per 

cent  per  annum  . 

Less — Payments  made  by  Great  Britain 
on  16th  October  and  16th  November, 
1922,  on  account  of  interest,  with  inter¬ 
est  thereon  at  4^  per  cent  per  annum 
from  said  dates,  respectively,  to  15th 
December,  1922  . 


from  16th  April  and  16th  May,  1919,  on  said  $4,- 
074,818,358.44,  principal  amount  of  demand  obliga¬ 
tions: 

And  whereas  Great  Britain  has  power  under  the 
War  Loan  Act,  1919  (9  and  10  Geo.  5,  cap  37)  to 
issue  securities  in  exchange  for  maturing  securities 
issued  under  the  War  Loan  Acts,  1914  to  1918: 

And  whereas  the  demand  obligations  now  held  by 
the  United  States  Treasury  were  so  issued,  and  will 
become  payable  upon  the  request  of  the  United 
States  Treasury  for  their  payment: 

Now  therefore  Great  Britain  proposes,  in  the  ex¬ 
ercise  of  the  powers  above  recited  and  in  considera¬ 
tion  and  in  faith  of  the  statements,  conditions, 
premises  and  mutual  covenants  herein  contained,  to 
issue  to  the  United  States,  in  exchange  for  the  de¬ 
mand  obligations  now  held  by  the  United  States 
Treasury,  securities  which  shall  be  in  their  terms 
and  conditions  in  accordance  with  the  following 
provisions: 

1.  Amount  of  Indebtedness. 

The  total  amount  of  indebtedness  to  be  funded 
is  $4,600,000,000,  which  has  been  computed  as 
follows: 


•OlJicial  text  as  issued  by  the  Treasury  Department. 

$  4,074,818,358.44 


$  629,836,106.99 


100,626,379.69 


629,309,727.30 


Total  principal  and  interest,  accrued  and 

unpaid,  as  of  15th  December,  1922  ...  $  4,604,128,085.74 

Paid  in  cash  by  Great  Britain,  16th  March, 

1923  .  4,128,086.74 


Total  indebtedness  to  be  funded  into  bonds 

of  Great  Britain  .  $  4,600,000,000.00 
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2.  Issue  of  Long-Time  Obligations. 

The  securities,  which  it  is  proposed  to  issue  at 
par  as  promptly  as  possible,  shall  be  obligations  in 
the  principal  amount  of  $4,600,000,000,  in  the  form 
of  bonds  to  be  dated  15th  December,  1922,  matur¬ 
ing  15th  December,  1984,  with  interest  payable 
semi-annually  on  15th  June  and  15th  December  in 
each  year  at  the  rate  of  3  per  cent  per  annum  from 
15th  December,  1922,  to  15th  December,  1932,  and 
thereafter  at  the  rate  of  3^  per  cent  per  annum 
until  the  principal  thereof  shall  have  been  repaid. 

3.  Method  of  Payment. 

The  bonds  shall  be  payable  as  to  both  principal 
and  interest  in  United  States  gold  coin  of  the  pres¬ 
ent  standard  of  weight  and  fineness,  or  its  equiva¬ 
lent  in  gold  bullion,  or,  at  the  option  of  Great 
Britain,  upon  not  less  than  thirty  days’  advance  no¬ 
tice  indicating  the  minimum  amount  which  it  is  con¬ 
templated  to  pay  at  next  due  date  in  gold,  cash  or 
available  funds,  in  any  bonds  of  the  United  States 
issued  or  to  be  issued  after  6th  April,  1917,  to  be 
taken  at  par  and  accrued  interest  to  the  date  of 
payment  hereunder:  provided,  however,  that  Great 
Britain  may  at  its  option,  upon  not  less  than  ninety 
days’  advance  notice,  pay  up  to  one-half  of  any  in¬ 
terest  accruing  between  15th  December,  1922,  and 
15th  December,  1927,  on  any  British  bonds  pro¬ 
posed  to  be  issued  hereunder,  in  bonds  of  Great 
Britain,  maturing  15th  December,  1984,  dated  and 
bearing  interest  from  the  respective  dates  when  the 
interest  to  be  paid  thereby  becomes  due  and  sub¬ 
stantially  similar  in  other  respects  to  the  original 
bonds  proposed  to  be  issued  hereunder. 

All  payments  to  be  made  by  Great  Britain  on  ac¬ 
count  of  the  principal  or  interest  of  any  bonds 
proposed  to  be  issued  hereunder  shall  be  made  at 
the  Treasury  of  the  United  States  in  Washington 
or,  at  the  option  of  the  Secretary  of  the  Treasury 
of  the  United  States,  at  the  Federal  Reserve  Bank 
of  New  York  and,  if  in  cash,  shall  be  made  at  the 
option  of  Great  Britain  in  gold  coin  of  the  United 
States  or  in  gold  bullion  or  in  immediately  available 
funds  (or,  if  in  bonds  of  the  United  States,  shall  be 
in  form  acceptable  to  the  Secretary  of  the  Treasury 
of  the  United  States).  Appropriate  notation  of  all 
payments  on  account  of  principal  shall  be  made  on 
the  bonds  proposed  to  be  issued  hereunder  which 
may  be  held  by  the  United  States:  provided,  how¬ 
ever,  that  all  payments  in  respect  of  any  market¬ 
able  obligations  issued  under  paragraph  9  of  this 
proposal  shall  be  made  at  the  office  of  the  fiscal 
agents  of  the  British  Government  in  the  City  of 
New  York. 

4.  Exemption  from  Taxation. 

The  principal  and  interest  of  all  bonds  issued  or 
to  be  issued  hereunder  shall  be  exempt  from  all 
British  taxation,  present  or  future,  so  long  as  they 
are  in  the  beneficial  ownership  of  the  United  States 
or  of  a  person,  firm,  association,  or  corporation 
neither  domiciled  nor  ordinarily  resident  in  the 
United  Kingdom. 


5.  Form  of  Bonds. 

All  bonds  proposed  to  be  issued  hereunder  to  the 
United  States  shall  be  payable  to  the  United  States 
of  America,  or  order,  shall  be  issued,  so  far  as 
possible,  in  denominations  of  $4,600,000  each,  and 
shall  be  substantially  in  the  form  set  forth  in  the 
exhibit  annexed  hereto,  and  marked  “Exhibit  A.” 

The  bonds  shall  be  signed  for  Great  Britain  by  the 
Counsellor  of  His  Britannic  Majesty’s  Embassy  at 
Washington. 

6.  Repayment  of  Principal. 

To  provide  for  the  repayment  of  the  total  prin¬ 
cipal  of  the  debt  before  maturity  of  the  $4,600,- 
000,000  principal  amount  of  bonds  to  be  issued,  it 
is  proposed  that  the  bonds  shall  contain  provisions 
the  effect  of  which  shall  be  that  Great  Britain  shall 
make  to  the  United  States  payments,  on  account  of 
the  original  principal  amount  of  the  bonds  to  be 
issued,  in  the  amounts  and  on  the  dates  named  in 
the  following  table:  (Table  omitted) 

Provided,  however,  that  Great  Britain  may  at  its 
option,  upon  not  less  than  ninety  days’  advance  no¬ 
tice,  postpone  any  payment  of  principal  falling  due 
as  hereinabove  provided  to  any  subsequent  16th 
June  or  15th  December,  not  more  than  two  years 
distant  from  its  due  date,  but  only  on  condition 
that,  if  Great  Britain  shall  at  any  time  exercise  this 
option  as  to  any  payment  of  principal,  the  payment 
falling  due  in  the  next  succeeding  year  cannot  be 
postponed  to  any  date  more  than  one  year  distant 
from  the  date  when  it  becomes  due,  unless  and  until 
the  payment  previously  postponed  shall  actually 
have  been  made,  and  the  payment  falling  due  in 
the  second  succeeding  year  cannot  be  postponed  at 
all  unless  and  until  the  payment  of  principal  due 
two  years  previous  thereto  shall  actually  have  been 
made. 

In  the  event  of  Great  Britain  issuing  bonds  to 
the  United  States  in  payment  of  interest  accruing 
between  15th  December,  1922,  and  15th  December, 

1927,  as  proposed  in  paragraph  3  above,  the  bonds 
so  issued  shall  contain  provision  for  the  payment 
of  their  principal  before  maturity  through  annual 
instalments  on  account  of  principal  corresponding 
substi.ntially  to  the  schedule  of  payments  on  ac¬ 
count  of  principal  appearing  in  the  table  herein¬ 
above  set  forth. 

7.  Payments  before  Maturity. 

t 

Great  Britain  may  at  its  option,  on  any  interest 
date  or  dates  upon  not  less  than  ninety  days’  ad¬ 
vance  notice,  make  advance  payments  of  principal,  in 
addition  to  the  payments  required  to  be  made  by  the 
provisions  of  the  bonds  in  accordance  with  para¬ 
graph  6  of  this  proposal.  Any  such  additional  pay¬ 
ments  shall  first  be  applied  to  the  principal  of  any 
bonds  which  shall  have  been  issued  hereunder  on 
account  of  interest  accruing  between  15th  Decem¬ 
ber,  1922,  and  15th  December,  1927,  and  then  to 
the  principal  of  any  other  bonds  which  shall  have 
been  issued  hereunder.  Any  payments  made  to  the 

_ i. 
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United  States  under  this  provision  shall  be  in 
amounts  of  $1,000,000  or  multiples  thereof. 

8,  Calculation  of  Interest. 

Notwithstanding  anything  herein  contained,  the 
interest  payable  from  time  to  time  on  the  bonds 
proposed  to  be  issued  shall  be  computed  on  the 
amount  of  the  principal  outstanding  on  the  previous 
interest  date,  with  adjustments  in  respect  of  any 
payment  on  account  of  principal  which  may  have 
been  made  since  the  previous  interest  date. 

9.  Exchange  for  Marketable  Obligations. 

Great  Britain  will  issue  to  the  United  States  at 
any  time  or  from  time  to  time,  at  the  request  of 
the  Secretary  of  the  Treasury  of  the  United  States, 
in  exchange  for  any  or  all  of  the  bonds  proposed 
to  be  issued  hereunder  and  held  by  the  United 
States,  definitive  engraved  bonds  in  form  suitable 
for  sale  to  the  public,  in  such  amounts  and  de¬ 
nominations  as  the  Secretary  of  the  Treasury  of  the 
United  States  may  request,  in  bearer  form,  with 
provision  for  registration  as  to  principal,  and  or  in 
fully  registered  form,  and  otherwise  on  the  same 
terms  and  conditions,  as  to  dates  of  issue  and  ma¬ 
turity,  rate  or  rates  of  interest,  exemption  from 
taxation,  payment  in  bonds  of  the  United  States  is¬ 
sued  or  to  be  issued  after  6th  April,  1917,  payment 
before  maturity,  and  the  like,  as  the  bonds  sur¬ 
rendered  on  such  exchange,  except  that  the  bonds 
shall  carry  such  provision  for  repayment  of  prin- 
i  cipal  as  shall  be  agreed  upon;  provided  that,  if  no 
agreement  to  the  contrary  is  arrived  at,  any  such 
bonds  shall  contain  separate  provision  for  payments 
before  maturity,  conforming  substantially  to  the 
table  of  repayments  of  principal  prescribed  by  para¬ 
graph  6  of  this  proposal  and  in  form  satisfactory  to 
the  Secretary  of  the  Treasury  of  the  United  States, 
such  payments  to  be  computed  on  a  basis  to  ac¬ 
complish  the  retirement  of  any  such  bonds  by  16th 
December,  1984,  and  to  be  made  through  annual 
drawings  for  redemption  at  par  and  accrued  in¬ 
terest.  Any  payments  of  principal  thus  made  be¬ 
fore  maturity  on  any  such  bonds  shall  be  deducted 
from  the  payments  required  to  be  made  by  Great 
Britain  to  the  United  States  in  the  corresponding 
years  under  the  terms  of  the  table  of  repayments 
of  principal  prescribed  in  paragraph  6  of  this  pro¬ 
posal. 

Great  Britain  will  deliver  definitive  engraved 
bonds  to  the  United  States  in  accordance  herewith 
within  six  months  of  receiving  notice  of  any  such 
request  from  the  Secretary  of  the  Treasury  of  the 


United  States,  and  pending  the  delivery  of  the  de¬ 
finitive  engraved  bonds  will,  at  the  request  of  the 
Secretary  of  the  Treasury  of  the  United  States,  de¬ 
liver  temporary  bonds  or  interim  receipts  in  a  form 
to  be  agreed  upon  within  three  months  of  the  re¬ 
ceipt  of  such  request.  The  United  States,  before 
offering  any  such  bonds  or  interim  receipts  for  sale 
in  Great  Britain,  will  first  offer  them  to  Great 
Britain  for  purchase  at  par  and  accrued  interest 
and  Great  Britain  shall  likewise  have  the  option,  in 
lieu  of  issuing  to  the  United  States  any  such  bonds 
or  interim  receipts,  to  make  advance  redemption, 
at  par  and  accrued  interest,  of  a  corresponding 
amount  of  bonds  issued  hereunder  and  held  by  the 
United  States. 

10.  Cancellation  and  Surrender  of  Demand  Obliga¬ 
tions. 

Upon  the  delivery  to  the  United  States  of  the 
$4,600,000,000  principal  amount  of  bonds  proposed 
to  be  issued  hereunder,  the  United  States  will  can¬ 
cel  and  surrender  to  Great  Britain,  through  the 
British  Ambassador  at  Washington,  or  his  repre¬ 
sentative,  at  the  Treasury  of  the  United  States  in 
Washington,  the  demand  obligations  of  Great  Brit¬ 
ain  in  the  principal  amount  of  $4,074,818,358.44 
described  in  the  preamble  to  this  proposal. 

11.  Notices. 

Any  notice,  request  or  consent  under  the  hand 
of  the  Secretary  of  the  Treasury  of  the  United 
States  shall  be  deemed  and  taken  as  the  nPtice,  re¬ 
quest,  or  consent  of  the  United  States,  and  shall  be 
sufficient  if  delivered  at  the  British  Embassy  at 
Washington  or  at  the  office  of  the  Permanent  Sec¬ 
retary  of  the  British  Treasury  in  London;  and  any 
notice,  request,  or  election  from  or  by  Great  Britain 
shall  be  sufficient  if  delivered  to  the  American  Em¬ 
bassy  in  London  or  to  the  Secretary  of  the  Treasury 
of  the  United  States  at  the  Treasury  of  the  United 
States  in  Washington.  The  United  States  in  its 
discretion  may  waive  any  notice  required  hereun¬ 
der,  but  any  such  waiver  shall  be  in  writing  and 
shall  not  extend  to  or  affect  any  subsequent  notice 
or  impair  any  right  of  the  United  States  to  require 
notice  hereunder. 

Signed  on  behalf  of  the  Lords  Commissioners  of 
His  Majesty’s  Treasury,  this  eighteenth  day  of 

June.  1923. 

Washington  A.  Geddes, 

His  Britannic  Majesty’s  Ambassador 

Extraordinary  and  Plenipotentiary. 


ANNEX  V 

BRITISH-FRENCH  DEBT  SETTLEMENT* 

(Signed  July  12,  1926) 


The  British  and  French  Governments  having  ar¬ 
rived  at  a  definite  settlement  of  the  debts  due  by 
France  to  Great  Britain  arising  out  of  the  great 
war,  the  undersigned,  duly  authorized  by  their  re¬ 
spective  Governments,  subject  to  such  ratification 
as  may  be  required,  have  agreed  as  follows: 

1.  France  agrees  to  pay  and  Great  Britain  to  ac¬ 
cept  the  following  annuities  in  full  and  final  settle¬ 


ment  (subject  to  the  provisions  of  Article  7  of  this 
agreement)  of  the  war  debt  due  by  France  to 
Great  Britain,  in  respect  of  which  Great  Britain 
holds  sterling  Treasury  bills  to  the  value  of  £653,- 
127,900,  viz: 

During  the  financial  year  1926-27,  £4,000,000; 
1927-28,  £6,000,000;  1928-29,  £8,000,000;  1929-30, 

•Text  from  The  .Veto  York  Times,  July  14,  1926. 
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£10,000,000;  1930-31  to  1956-57  inclusive,  £12,- 
500,000;  1957-58  to  1987-88  inclusive,  £14,000,000. 

The  above  payments  will  be  made  in  sterling  at 
the  Bank  of  England  in  London  in  equal  half  yearly 
instalments  on  the  15th  of  September  and  the  15th 
of  March  of  each  year,  so  that  the  first  instalment 
shall  be  paid  on  the  15th  of  September,  1926,  and 
the  last  instalment  on  the  15th  of  March,  1988. 

2.  France  will  issue  and  deliver  to  the  British 
Treasury  on  or  before  the  15th  of  September,  1926, 
a  bond  in  respect  of  each  of  the  instalments  pro¬ 
vided  for  in  Article  1  of  this  agreement. 

3.  The  payments  due  under  all  bonds  issued  in 
accordance  with  this  agreement  shall  be  made  with¬ 
out  deduction  for,  and  shall  be  exempt  from,  any 
and  all  taxes  and  other  public  dues,  present  or  fu¬ 
ture,  imposed  by  or  under  the  authority  of  France 
or  any  political  or  local  taxing  authority  within 
France. 

4.  France  at  her  option  upon  not  less  than 
ninety  days’  notice  to  Great  Britain  may  postpone 
the  payments  of  one  part,  not  exceeding  one-half 
of  any  of  the  half  yearly  instalments  due  under 
Article  1,  to  any  subsequent  15th  of  September  or 
15th  of  March  not  more  than  three  years  distant 
from  its  due  date,  but  only  on  condition  that,  in 
case  France  shall  at  any  time  exercise  this  option 
as  to  payment  of  any  instalments  falling  due  in  the 
third  succeeding  year,  they  cannot  be  postponed 
at  all  unless  and  until  the  instalments  due  three 
years,  two  years  and  one  year  previous  thereto  shall 
actually  have  been  paid  in  full.  All  such  postponed 
payments  shall  bear  interest  at  the  rate  of  5  per 
cent  per  annum,  payable  half-yearly. 

5.  If  at  any  time  it  appears  that  the  aggregate 
payments  effectively  received  by  Great  Britain  un¬ 
der  the  allied  war  debt  funding  agreements  and  on 
account  of  reparations  or  of  liberation  bonds  exceed 
the  aggregate  payments  effectively  made  by  Great 
Britain  to  the  Government  of  the  United  States  of 
America  in  respect  of  war  debts,  account  shall  be 
drawn  up  by  the  British  Treasury,  interest  at  5 
per  cent  being  allowed  on  both  sides  of  the  ac¬ 
count;  and  if  that  account  shows  that  receipts  ex¬ 
ceed  payments.  Great  Britain  will  credit  France 
against  the  payments  next  due  by  France  under 


Article  1  of  this  agreement  with  such  proportion  of 
that  excess  as  the  payments  effectively  made  by 
France  under  Article  4  of  this  agreement  bear  to 
the  aggnregate  sums  effectively  received  by  Great 
Britain  under  all  the  allied  war  debt  funding  agree¬ 
ments.  Thereafter  a  similar  account  will  be  drawn 
up  by  the  British  Treasury  each  year  and  any  fur¬ 
ther  excess  of  receipts  over  payments  shall  each 
year  give  rise  to  the  credit  to  France  of  a  propor¬ 
tion  of  such  excess  calculated  in  the  manner  indi¬ 
cated  above.  On  the  other  hand  a  deficit  shall  be 
made  good  by  an  increase  in  the  payments  next  due 
by  France  up  to  a  similar  proportion  of  such  deficit 
within  the  limit  of  the  total  amounts  of  the  credit* 
already  allowed  to  France  under  this  article. 

For  the  purpose  of  this  Article,  any  capital  sums, 
which  may  hereafter  be  realized  by  Great  Britain 
in  respect  of  reparations  or  liberation  bonds,  will  be 
taken  at  their  annual  value,  taking  account  of  amor¬ 
tization. 

6.  Accounts  relating  to  the  war  debt  of  France 
to  Great  Britain  shall  be  finally  closed  and  the  Brit¬ 
ish  Treasury  shall  be  entitled  to  retain  any  sums 
credited  or  to  be  credited  to  France  in  respect  of 
such  accounts.  Save  as  provided  in  this  agreement 
the  contracting  parties  and  their  agents  reciprocally 
renounce  all  claims  or  counter  claims  against  the 
other  contracting  party  or  their  agents  in  respect 
of  the  above  mentioned  accounts,  or  the  services 
and  supplies  to  which  they  relate. 

7.  The  sum  of  £53,500,000  shall  remain  as  a  non¬ 
interest  bearing  debt  of  France  to  Great  Britain, 
repayment  of  which  will  be  settled  by  a  further 
agreement.  Meanwhile,  the  British  Government 
will  retain  (without  interest)  against  this  debt  the 
gold  remitted  to  London  by  the  French  Govern¬ 
ment  during  the  war  under  the  Calais  agreement. 

8.  Upon  the  execution  of  this  agreement  and  the 
delivery  to  Great  Britain  of  the  bonds  of  France, 
to  be  issued  hereunder,  duly  executed,  the  British 
Treasury  will  cancel  and  surrender  to  France  the 
French  Treasury  bills  at  present  held  by  Great 
Britain. 

Done  in  duplicate,  both  in  English  and  in  French, 
the  original  English  text  being  the  authentic  one 
in  case  of  difference,  this  12th  day  of  July,  1926. 


ANNEX  VI 

SUMMARY  OF  ALLIED  DEBT  SETTLEMENTS 

By  the  Bank  of  Manhattan  Company 


The  Bank  of  Manhattan  Company*  has 
prepared  an  excellent  summary  of  the 
amount  of  cancellation  which  has  been 
effected  in  the  debt  settlements  with  Great 
Britain,  France,  Italy  and  Belgium,  using 
the  interest  rate  of  5  per  cent  as  a  “fair” 


rate.  It  must  be  remembered,  however, 
that  the  5  per  cent  rate  of  interest  is  only 
one  of  several  possible  interest  rates  which 
have  been  suggested  from  time  to  time. 


*Bank  of  Manhattan  Co. 


The  A.  B.  C.’s  o/  the  Foreign  Debt*. 
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ments  relating  to  the  debts,  which  is  invaluable. 
These  reports  also  contain  a  collection  of  the 
pronouncements  of  the  Secretary  of  the  Treas¬ 
ury  on  the  debt  question. 

World  Peace  Foundation.  Reparation.  Part  V. 
The  Dawes  Report.  Boston,  the  Foundation, 
1923. 

A  limited  number  is  available  for  distribution 
through  the  F.  P.  A, 
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Foreign  Investments  in  Germany 


TIIF  economic  recovery  of  Germany  since 
the  debacle  of  inflation  which  demoral¬ 
ized  her  economic  life  is  one  of  the  most  re¬ 
markable  episodes  in  post-war  history.  It 
is  closely  linked  with  the  reestablishment  of 
prosperous  trade  in  Europe  as  well  as  the 
question  of  Germany’s  ability  to  meet  her 
obligations  under  the  Dawes  Plan. 

Foreign  nations,  and  especially  the  United 
States,  have  played  a  large  part  in  this  as- 
astonishing  recovery,  investing  from  five 
to  six  billion  marks.  Approximately  70  per 
cent  of  all  loans  floated  abroad,  or  $650,000,- 
000,  were  issued  in  the  United  States  before 
the  end  of  1926.  It  is  of  especial  interest  to 
Americans,  therefore,  to  know  the  conditions 
surrounding  German  loans;  the  proportion 


loaned  to  private  German  enterprises  as  dis¬ 
tinguished  from  the  German  Reich,  states 
and  other  public  organizations;  the  legal  se¬ 
curity  for  these  loans;  the  relationship  be¬ 
tween  interest  and  amortization  on  private 
borrowings;  Germany’s  ability  to  meet  her 
obligations  under  the  Dawes  Plan;  and  the  / 
whole  problem  of  transfer  and  exchange. 

The  following  study,  written  for  the 
Information  Service  by  Dr.  Paul  Lever- 
kuehn,  Vice-President  of  the  American  & 
Continental  Corporation,  and  formerly  of  the 
staff  of  the  Mixed  Claims  Commission: 
United  States  and  Germany,  is  an  important 
contribution  to  the  understanding  of  these 
complicated  problems.  Ed. 


SINCE  the  stabilization  of  the  mark  and 
the  subsequent  adoption  of  the  Dawes 
Plan,  approximately  five  to  six  billion 
marks’  worth  of  foreign  capital  has  been 
invested  in  Germany,  according  to  the  most 
reliable  estimates  of  statistical  research 
workers  and  bankers’  estimates.  Approxi¬ 
mately  four  billion  marks  of  the  total  were 
in  the  form  of  loans,  while  the  remainder 
was  invested  in  real  estate,  shares,  and  other 
equities.  One  and  a  half  billion  marks 
were  used  for  purchases  of  bullion  and  for¬ 
eign  exchange,  and  this  amount  has  served 
as  a  basis  for  German  currency. 


According  to  a  comprehensive  list  com¬ 
piled  by  the  Direction  der  Disconto  Gesell- 
schaft*  and  supplemented  from  other 
sources,  approximately  3,860,000,000  marks 
have  been  taken  in  public  loans.  Of  this 
amount,  2,600,000,000  marks  were  loaned  to 
the  Reich  and  to  states,  municipalities,  muni¬ 
cipal  organizations,  churches,  and  public 
utilities,  while  1,260,000,000  marks  went  into 
private  enterprises. 

A  summary  of  German  borrowings  for 
1924-26,  inclusive,  is  shown  as  follows ; 


Reichsmarks  Dollars 

German  Reich,  Municipalities,  States  and 


Public  Enterprises .  2,607,450,000  620,560,000 

Private  Enterprises  .  1,259,260,000  299,680,000 

TOTAL  . RM  3,866,710,000  $920,240,000 


•A  translation  of  this  compilation  Is  reprinted  In  the  annex 
by  courtesy  of  the  Direction  dcr  Disconto  Oesellscbaft. 
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FOREIGN  LENDERS 
TO  GERMANY 

The  chief  lenders  to  Germany  during 
the  period  from  1924  to  1926,  inclusive, 
were  the  United  States,  Holland,  Great 
Britain,  Switzerland  and  Sweden.  The  fol¬ 
lowing  table  shows  the  amounts  and  the 
approximate  percentages  borrowed  from  the 
principal  countries: 


United  States  .  .  .RM 

2,740,000,op0 

or 

71 

% 

Holland . 

450,000,000 

or 

11>^% 

Great  Britain . 

360,000,000 

or 

9 1/6  % 

Switzerland  . 

150,000,000 

or 

4 

% 

Sweden  . 

60,000,000 

or 

1M!% 

Other  countries  .... 

100,000,000 

or 

21/6% 

RM  3,860,000,000 


This  does  not  give  an  entirely  accurate 
picture,  however,  of  the  present  holders  of 
German  loans,  since  the  heavy  buying  of 
foreign  issues  by  Germany  during  the  last 
year  has  brought  back  to  that  country  a 
large  amount  of  the  securities  originally 
offered  abroad.  According  to  German  esti¬ 
mates,  more  than  800,000,000  marks’ 
worth  of  German  bonds — a  sum  larger  than 
one-fifth  of  all  loans  placed  abroad  and 
equal  to  the  total  amount  of  the  Dawes 
Loan — were  redeemed  or  bought  back  by 
German  investors.  This  has  been  con¬ 
spicuously  true  in  the  case  of  loans  floated 
in  the  United  States.  Great  Britain  and 
Holland,  on  the  other  hand,  have  sold  very 
little  of  their  original  holdings  and  have 
even  bought  some  of  the  bonds  originally 
held  by  other  countries.  Dutch  bankers 
claim  that  at  the  present  time  more  than 
15  per  cent  of  all  German  foreign  issues 
are  held  in  their  country.  This  develop¬ 
ment  is  not  unnatural  since  the  largest  sup¬ 
ply  was  offered  in  the  United  States,  and 
the  English  market  was  for  a  considerable 
period  closed  to  foreign  loans. 

TYPES  OF 
LOANS 

Turning  from  lenders  to  borrowers,  a 
distinction  must  be  drawn  between  the 
loans  to  the  German  Government  and  var¬ 
ious  governmental  agencies,  and  private 
German  loans.  The  public  loans  fall  into 
several  categories: 


1.  Loans  to  the  German  Government 
The  German  Reich  consumed  800,000,000 
marks  (approximately  $190,000,000)  un. 
der  the  Dawes  Loan,  the  purpose  of  which 
as  laid  down  in  the  Dawes  Plan  was  to  put 
the  reconstructed  Reichsbank  on  its  feet 
and  to  take  care  of  German  reparation  pay. ! 
ments  in  the  first  year.  In  addition  the 
Reich  was  interested  in  a  loan  of  $25,000,- 
000  to  the  Deutsche  Rentenbank-Kreditan- 
stalt  which  was  used  for  loans  to  German 
agriculture.  The  Reich  also  borrowed  to 
the  exten';  of  $13,500,000  for  its  industrial 
work  (Electric  Works  and  VIAG*),  and 
guaranteed  furthermore  the  loan  for  the 
construction  of  the  Rhine-Main-Danube 
Canal. 


2.  Loans  to  German  States.  Some 
typical  state  loans  were  as  follows: 


Bavaria  . 

Prussia  . 

Hamburg . 

($10,000,000  and  £2,000,000) 
Bremen  . 

Baden  . 

(Swiss  francs  40,000,000) 

Oldenburg  . 

Saxony  . 


$25,000,000 
20,0  00,000 
20,000,000 

15,000,000 

7,720,000 

3,000,000 

39,000,000 


($30,000,000  for  industrial  works;  $9,000,000  for 
state  mortgage  banks  and  financing  its  agriculture.) 


3.  Municipal  Loans.  Joint  loans  to 
German  cities  granted  by  the  so-called  Sav¬ 
ings  Bank  and  Clearing  Union  amounted 
to  $23,000,000.  Other  examples  of  typical 
municipal  loans  are  as  follows: 


Berlin  .  $15,000,000 

Cologne .  10,000,000 

Munich  .  8,700,000 

Dresden  .  5,000,000 

Leipzig  .  5,000,000 

Frankfort-on-the-Main  ....  4,000,000 


4.  Loans  to  Public  Utilities.  Only  a 
few  of  these  public  utilities  are  independ¬ 
ent  private  companies.  Most  of  them  are 
owned  or  controlled  by  cities,  provinces  or 
states.  Some  of  these  outstanding  loans 
were : 


'United  Industrial  Corporation. 
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Jheinisch  Westfaelisch  Electric  Works  $10,000,000 
Berlin  Electric  Works .  28,800,000 

(Swiss  francs  30,000,000  and  $23,000,000) 

Berlin  Electric  Works .  5,790,000 

flamburg  Electric  Works .  4,000,000 

6,  Church  Loans.  Issues  placed  by  the 
Catholic  Church  and  Catholic  and  Protes¬ 
tant  welfare  institutions  amount  altogether 
to  approximately  $12,900,000. 

private 

borrowings 

The  total  of  strictly  private  borrowings 
of  German  industrial  corporations  amounts 
to  from  one  billion  to  one  and  a  half  billion 
marks  ($250,000,000  to  $400,000,000).  Of 
this  amount  the  coal,  iron  and  steel  indus¬ 
tries  are  represented  by : 

United  Steel  Works  Corporation  ....  $30,000,000 


Rhein-Elbe  Union .  25,000,000 

Hugo  Stinnes  Industries .  25,000,000 

August  Thyssen  .  17,000,000 

(Including  $5,000,000  short  term,  and  $12,000,- 

000  long  term) 

Good  Hope  .  10,000,000 

Ilseder  Steel  Corporation  .  7,500,000 

Mansfeld  Mining  &  Smelting  Co .  3,000,000 


The  largest  single  industrial  borrowing 
from  abroad  is  that  of  the  German  Potash 
Syndicate  amounting  to  £12,000,000,  or 
about  $00,000,000. 


Typical  borrowings  in  the  electrical  in¬ 
dustries  are: 

Siemens  &  Halske  .  $34,000,000 

AEG  (General  Electric  Works)  . .  .  20,000,000 

German  Atlantic  Cable  Company  . . .  8,000,000 

The  remainder  of  German  borrowings 
went  to  shipping  companies,  department 
stores,  optical  industries,  the  film  industry, 
and  several  other  minor  industries. 

INDIRECT 
INVESTM  '.NTS 

It  is  difficult  to  ascertain  with  any  de¬ 
gree  of  accuracy  the  amount  of  foreign 
investments,  other  than  loans,  placed  in 
Germany  during  the  period,  1924-26.  It  is 
estimated  that  2,740,000,000  marks  of 
foreign  capital  were  imported  in  1925  in 
addition  to  loans.  In  1926,  the  capital  im¬ 
ports  of  1,700,000,000  marks  were  offset 
in  part  by  German  exports  of  980,000,000 
marks.  Therefore,  only  1,760,000,000 
marks’  worth  of  foreign  money  came  into 
the  country  in  1925-26,  aside  from  loans 
offered  abroad.  The  following  table  shows 
the  capital  imported  and  exported  from 
Germany  in  1925-26: 


CAPITAL  IMPORTED  AND  EXPORTED* 
1925  and  1926 

(in  billion  marks) _ 


Total  Capital 

1  Consisting  of 

imported 

loans 

other  investments 

1925 

3.94 

1.20 

2.74 

1926 

0.72 

1.70 

— 0.98  (re-exported) 

Totals 

4.G6 

2.90 

1.76 

’  a 
id- 
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INVESTMENTS  IN 
REAL  ESTATE 

Investments  in  real  estate  were  made  by 
foreigners  during  the  period  of  inffation 
amounting  approximately  to  five  billion 
gold  marks.**  It  is  practically  impossible 
to  determine  how  much  real  estate  has 
since  been  sold  or  acquired  by  foreigners. 
The  probabilities  are  that  more  has  been 
sold  than  acquired  during  the  last  three 
years.  It  is  improbable  that  much  agricul- 


•Estimafp  of  Relcliskreilit -Oespll.sphaft 

••Moulton  &  MoQuIro,  Orrmattu's  Capacitu  to  Pay,  p.  90. 


tural  land  has  been  purchased,  since  Ger¬ 
man  agriculture  has  not  been  profitable 
within  the  last  few  years  and  is  still  labor¬ 
ing  under  greater  difficulties  than  any  other 
industry.  It  is  also  improbable  that  any 
considerable  amount  of  urban  real  estate 
has  been  acquired  by  foreigners  since  the  in¬ 
ffation  period. 

SPECULATION  ON  THE 
GERMAN  EXCHANGE 

The  year  1926  witnessed  an  exceptional 
rise  on  the  German  stock  exchange.  For- 
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eign  money  has  certainly  contributed  to 
this  rise  and  taken  advantage  of  it.  It  is 
difficult  to  estimate,  however,  how  much 
has  been  bought  for  permanent  investment. 
The  general  tendency  of  foreigners  seems 
to  have  been  to  realize  profits  and  to  sell 
what  had  been  bought  earlier  in  the  year. 


It  has  been  announced  from  time  to  time 
in  the  public  press  that  substantial  blocks 
of  shares  in  German  industries  were 
traded,  not  in  the  open  market,  but  sold 
by  the  corporations  themselves  or  affiliated 
companies  to  foreign  investors.  An  in¬ 
stance  of  this  was  the  sale  of  certain 
assets  of  the  late  Stinnes  estate.  Since 
not  all  cases  in  which  holdings  change 
hands  are  reported  in  the  press,  it  is  diffi¬ 
cult  to  judge  to  what  extent  they  have 
since  returned  to  Germany.  It  can  safely 
be  assumed,  however,  that  none  of  the  more 
important  German  industries  are  at  present 
under  the  control  or  influence  of  for¬ 
eign  minority  holders.  The  fear  that  has 
frequently  been  expressed  in  Germany  that 
control  of  various  industries  would  pass  into 
foreign  hands  is  not  borne  out  by  the  facts. 
There  is  certainly  much  less  connection  be¬ 
tween  loan  transactions  and  the  acquisition 
of  equity  holdings  than  was  generally  antici¬ 
pated,  particularly  in  German  publications. 


ARE  investments 
in  GERMANY  SAFE? 


In  view  of  the  popular  discussion  of  the 
safety  of  German  investments,  it  is  well  to 
consider  the  underlying  economic  and 
financial  conditions  upon  which  these  loans 
are  based.  The  financial  standing  of  the 
German  Reich  and  the  German  states  is 
readily  seen  from  the  prospectuses  pub¬ 
lished  with  their  loans.  They  have,  apart 
from  their  taxing  power,  substantial  inter¬ 
ests  in  real  estate,  public  utilities,  harbor 
facilities  and  other  income-producing  en¬ 
terprises.  Under  the  German  constitution 
the  states  regulate  their  own  financial  af¬ 
fairs.  They  are  not  controlled  by  the  Reich 
except  that  they  are  not  allowed  to  levy 
taxes  which  the  Reich  has  reserved  for  her¬ 
self.  It  is  within  their  province  to  float 
loans  either  at  home  or  abroad.  Since  it 
was  realized,  however,  that  the  financial 


situation  of  Germany  required  a  uniform 
policy  on  the  part  of  the  entire  German 
Government  and  its  units,  the  states  agreed 
to  submit  their  foreign  loans  to  a  federal 
board  which  is  known  as  an  Advisory 
Council  (Beratungs-Stelle). 


While  the  Advisory  Council,  as  far  as 
the  states  are  concerned,  functions  only  by 
voluntary  agreement,  subject  to  termina¬ 
tion,  it  has  actual  legal  jurisdiction  over 
loans  to  be  floated  by  the  cities,  municipali¬ 
ties,  and  municipal  bodies. 


MUNICIPAL 

LOANS 


The  question  of  city  loans  has  been  dis¬ 
cussed  so  frequently  that  apparently  a 
father  exaggerated  idea  has  been  created 
abroad  as  to  the  nature  of  municipal  bor¬ 
rowings  in  foreign  markets.  Altogether, 
German  cities  as  such,  including  the  Sav¬ 
ings  Banks  and  Clearing  Union  which  oper¬ 
ates  in  the  interests  of  cities  and  smaller 
municipalities,  have  taken  loans  to  the  ex¬ 
tent  of  approximately  $100,000,000  ac¬ 
cording  to  the  compilation  of  the  Director 
of  the  Disconto  Gesellschaft.  It  has  been  an¬ 
nounced  as  the  policy  of  the  President  of  the 
Reichsbank  that  no  foreign  loans  should  be 
taken  except  for  income  producing  purposes 
and  preferably  by  corporations  or  bodies 
which  have  an  income  in  foreign  exchange. 
This  last  condition  is  fulfilled  by  many  of  the 
industrial  corporations,  but  not  by  the  public 
utilities  or  by  the  cities  or  states,  with  the 
exception  of  Hamburg  and  Bremen  which 
have  an  income  in  foreign  exchange  through 
their  port  facilities. 


It  is  very  difficult  in  many  cases  to  deter¬ 
mine  whether  expenditures  are  income 
producing  or  not.  There  is  little  doubt  that 
gas  and  electrical  works  fall  into  the  cate¬ 
gory  of  income  producing  utilities,  but 
there  is  considerable  question  about  other 
public  projects.  A  case  in  point  is  the 
much  discussed,  though  never  authenti¬ 
cated,  report  of  a  loan  by  one  of  the 
wealthiest  German  cities  for  the  purpose 
of  building  a  stadium.  A  stadium  is  not 
in  a  strict  sense  an  income-producing  insti¬ 
tution,  but  on  the  other  hand  it  may,  by 
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proper  management,  yield  an  income  to 
cover  interest  and  amortization  on  the  in¬ 
vestment.  It  is  also  to  be  borne  in  mind 
that  the  promotion  of  sports  as  a  means 
of  improving  public  health  is  generally 
considered  as  a  field  of  activity  which 
might  well  be  cultivated  by  municipalities. 
It  is,  of  course,  open  to  question  whether 
such  an  undertaking  should  be  paid  for  out 
of  the  proceeds  of  a  foreign  loan,  although 
it  is  difficult  to  see  a  decisive  difference 
between  taking  the  money  from  foreign  or 
internal  loans.  Certainly  it  cannot  be 
argued  that  building  a  stadium  is  in  itself 
an  extravagance  which  would  place  the 
city,  or  German  cities  in  general,  on  the 
“black  list.” 

SUPERVISION  OF  CITY  LOANS 
BY  THE  STATES 

It  should  also  be  pointed  out  that  the 
legal  situation  is  such  that  the  cities  are 
supervised  by  the  States.  Although  the 
procedure  differs  in  various  states,  the  gen¬ 
eral  practice  is  the  same.  The  cities  draw 
up  their  budgets,  pass  them  through  the 
Assembly  and  then  submit  them  to  the 
state  authorities.  Cities  are  not  permitted 
to  float  loans  without  the  special  permission 
of  the  state  authorities.  If  a  city  fails  to  pro¬ 
vide  in  its  budget  for  the  necessary  funds 
to  meet  an  obligation  legally  incurred,  such 
as,  for  instance,  the  service  for  a  public 
loan,  the  government  is  bound  to  enter  the 
appropriate  provision  in  the  budget  and 
such  entry  is  binding  on  the  city  administra¬ 
tion.*  Under  these  circumstances  it  is 
hardly  possible  that  any  city  might  default 
on  its  debts  and  there  is  apparently  no  case 
in  which  a  city  has  defaulted. 

INDUSTRIAL  LOANS 

As  to  industrial  loans  it  should  be  re¬ 
membered  that  only  such  industries  were 
able  to  apply  to  foreign  markets  as  en¬ 
joyed  good  standing  and  were  capable 
of  showing  sound  earning  power.  Those 
which  were  most  in  need  of  money  for 
organization  and  for  working  capital  had 
to  be  taken  care  of  by  the  German  banks 
or  had  to  issue  their  bonds  in  the  home 
market.  It  was,  therefore,  only  the  indus- 

•See  Prussia.  SlatHloa.  T.aw  of  August  1,  1883,  par.  19. 
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tries  of  promise  which  floated  loans  abroad, 
so  that  a  bond  expressed  in  foreign  cur¬ 
rency  can  generally  be  regarded  as  evi¬ 
dence  of  the  quality  of  the  borrower. 

Very  important  loans  were  contracted 
by  the  coal,  iron  and  steel  industries  in  the 
process  of  readjustment  to  peace  time  con¬ 
ditions.  During  the  war  they  were  organ¬ 
ized  for  the  production  of  war  material 
and  the  return  to  peace  made  it  necessary 
for  them  to  reorganize  their  plants  for  the 
production  of  rails,  locomotives,  machinery 
and  other  industrial  equipment.  This 
process  of  reorganization  in  the  individual 
shops  was  accompanied  by  a  reorganiza¬ 
tion  of  the  structure  of  the  whole  industry. 
In  some  cases  plants  were  severed  from 
their  normal  supply  of  raw  materials  as,  for 
example,  through  the  cession  of  Lorraine 
to  France  and  Upper  Silesia  to  Poland. 

With  few  exceptions,  notably  in  the  case 
of  Krupp  and  Kloeckner,  the  iron  and  steel 
works  are  now  organized  into  three  com¬ 
bines — the  United  Steel  Works,  the  Middle 
German  Steel  Works,  and  the  United  Upper 
Silesian  Steel  Works.  These  concerns  are 
capitalized  approximately  as  follows: 


United  Steel  Works .  $230,000,000 

Middle  German  Steel  Works .  12,000,000 

United  Uppei'-Silesian  Steel  Works  . .  7,000,000 


With  competition  limited  and  overhead 
expenses  considerably  decreased,  as  a  re¬ 
sult  of  the  combinations,  the  iron  and  steel 
industries  certainly  have  achieved  a  more 
efficient  and  effective  organization  which 
should  enable  them  materially  to  decrease 
production  costs. 

BALANCE  SHEET  OF 
THE  UNITED  STEEL  WORKS 

The  balance  sheet  of  the  United  Steel 
Works  shows  approximately  the  following 
figures : 

1926 

Capital  (Preferred  and  Common)  .  .  $230,000,000 


Reserve  .  19,000,000 

Funded  Debt .  100,000,000 

Current  Liabilities .  34,000,000 

Current  Assets .  109,000,000 

Merchandise  .  50,000,000 

Plants  .  256,000,000 
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POTASH  INDUSTRIES, 

ELECTRICAL  INDUSTRIES 

Next  in  importance  to  the  coal,  iron  and 
steel  industries  may  be  mentioned  the  pro¬ 
duction  of  potash.  Germany  supplies  the 
bulk  of  this  product  which  today  is  essen¬ 
tial  to  agriculture  in  almost  every  part  of 
the  world. 

There  are,  in  addition,  the  electrical  in¬ 


dustries  like  Siemens  &  Halske,  and  the 
AEG  (General  Electric  Company).  De¬ 
mand  for  electric  power  is  growing  every- 
where  in  the  world,  and  so  long  as  tWj 
trend  continues  there  is  no  doubt  that 
enterprises  like  the  AEG  and  Siemens  k 
Halske  will  have  their  share  of  the  busi- 
ness.  A  comparison  of  the  balance  sheets 
of  the  AEG  for  1913  and  the  last  one 
available  for  1926  is  shown  as  follows: 


1913 

1926 

Capital  . 

.  Mks.  155  million 

Mks.  155 

million 

Reserves  . 

74 

IG 

tf 

Bonded  Indebtedness  . 

108 

87 

f9 

Accounts  Payable  . 

72  ” 

107 

ff 

Cash  and  in  banks.  Notes  Receivable^ 

212  ” 

1  1 

tf 

and  Accounts  Receivable^  '  '  ’ 

Merchandise  . 

54  ” 

91 

ff 

Land  and  Building . 

101 

72 

ff 

Machinery  . 

ff 

21 

ff 

Securities  . 

5G  ” 

67 

ff 

Participations . 

36 

34 

ff 
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AEG  reported  in  the  fall  of  1926  that 
its  plants  were  working  at  75  per  cent  of 
their  capacity. 

THE  GENERAL 
INDUSTRIAL  SITUATION 

In  order  to  give  a  complete  picture  of 
the  German  industrial  situation  it  is  neces¬ 
sary  to  mention  those  industries  which  have 
not  to  any  extent  yet  entered  the  foreign 
money  market  for  loans.  The  textile  indus¬ 
tries  are  well  under  way  to  regain  their  pre¬ 
war  standing  in  exports  and  to  develop  new 
lines,  like  artificial  silk,  etc.  The  mechanical 
and  machine  industries  suffered  a  most  se¬ 
vere  depression  but  are  now  on  the  road  to 
recovery. 

The  largest  industrial  enterprise  in  Ger¬ 
many,  capitalized  at  1,100,000,000  marks, 
or  approximately  $275,000,000,  is  the  I.  G. 
Farbenindustrie,  the  dye-stuff  combine. 
This  concern  does  not  confine  itself  strictly 
to  the  production  of  dye-stuffs,  but  engages 
also  in  the  production  of  artificial  nitrate, 
photographical  supplies,  pharmaceutical 
articles,  artificial  silk,  and  almost  all  chem¬ 
ical  products.  The  dye-stuff  combine  has 
not  floated  any  loan  either  at  home  or 
abroad,  as  it  was  so  sound  economically 


and  financially  that  it  did  not  require  new 
working  capital  after  the  inflation.  ^ 

n 

STOCK  AND  MONEY  i 

MARKETS  IN  1926  2 

A  review  of  the  general  economic  situa-  ^ 

tion  cannot  ignore  the  astounding  changes 
which  took  place  in  the  stock  and  money 
markets  in  1926.  Quotations  on  the  Berlin 
Stock  Exchange  showed  an  average  gain  of 
94  per  cent  during  the  year.*  Many  of 
the  representative  stocks  doubled  and 
tripled  their  quotations.  The  discount  rate 
of  the  Reichsbank  came  down  from  9  to 
6  per  cent,  and  money  is  so  easy  that  the 
government  recently  was  able  to  float  a 
five  per  cent  loan.  This  extraordinary  ac¬ 
tivity  in  the  stock  and  money  markets  has 
given  rise  to  considerable  question  as  to  the 
source  of  the  unusual  supply  of  money. 
There  are  several  ways  of  accounting  for 
the  plethora  of  funds. 

In  the  first  place,  the  amount  of  cur¬ 
rency  in  circulation  has  increased.  Since 
the  stabilization  at  the  end  of  1924,  the  vol¬ 
ume  of  currency  has  increased  from  1,300,- 
000,000  marks  at  the  end  of  1923  to  5,- 
250,000,000  marks  at  the  end  of  1926.** 

’Statistics  of  the  Deutsche  Bank. 

••Schacht,  II.  Die  Stahilisierung  tier  Ifark,  p.  1C9. 
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Second,  there  are  the  foreign  loans  which 
came  into  Germany  in  1926,  The  third 
factor  is  the  return  of  German  capital 
which  was  exported  during  the  period  of 
inflation.  The  amount  of  capital  that  left 
Germany  due  to  inflation  was  estimated  at 
the  time  of  the  Dawes  Plan  and  the 
McKenna  report  at  6,750,000,000  gold 
marks.  With  the  return  of  confidence  from 
the  stabilization  of  the  currency  and  the 
adoption  of  the  Dawes  Plan,  a  consider¬ 
able  amount  of  the  capital  which  had 
sought  refuge  abroad  was  doubtless  re¬ 
turned  to  Germany  in  1925.  It  is  most 
likely,  however,  that  the  general  restora¬ 
tion  of  confidence  resulting  from  renewed 
business  activity  in  1926  brought  back  con¬ 
siderably  more  of  these  funds  than  had 
previously  returned. 


GERMAN  GAINS  FROM 
EXPORT  TRADE  IN  1926 

Another  very  important  factor  in  increas¬ 
ing  the  supply  of  German  capital  was  the 
gain  in  German  export  trade  in  1926.  Ger¬ 
many  is  engaged  in  a  campaign  for  increas¬ 
ing  her  exports  in  all  foreign  markets,  not¬ 
able  gains  having  been  made  in  Russian 
and  South  American  trade. 

Perhaps  the  largest — though  transitory 
—gains  made  by  Germany  during  1926 
resulted  from  the  British  coal  strike.  In 
1926  Great  Britain  imported  £43,000,000 
worth  of  coal  and  decreased  its  exports 
by  £34,000,000.  Thus  a  demand  of  £77.- 
000,000,  or  almost  $400,000,000  worth  of 
coal  was  created,  which  had  to  be  taken 
care  of  by  the  production  in  other  coun¬ 
tries.  Iron  and  steel  showed  an  increase 
in  imports  of  £6,000,000,  and  a  decrease 
in  exports  of  £12,000,000,  which  created  a 
demand  for  iron  and  steel  which  had  to  be 
secured  in  foreign  markets  of  £18,000,000, 
or  almost  $100,000,000.  Earnings  in  the 
shipping  of  these  enormous  quantities  of 
coal  and  iron,  and  other  incidental  earnings 
must  also  be  taken  into  account.* 

Germany  benefitted  by  this  situation 
more  than  any  other  country,  and  if  it  is 
assumed  that  only  one-half  of  the  total 
gains  resulting  to  foreign  countries  from 
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the  British  coal  strike  were  made  by  Ger¬ 
many,  it  would  mean  that  Germany  im¬ 
proved  her  cash  position  by  $250,000,000. 
It  is,  of  course,  questionable  whether  Ger¬ 
many  will  be  able  to  continue  to  enjoy 
these  fortuitous  advantages,  but  the  im¬ 
portant  fact  remains  that  she  was  furnished 
with  working  capital  independently  of  bor 
rowings  when  in  the  period  of  reconstruction 
it  was  so  urgently  needed. 

Germany  is  also  building  up  capital  with¬ 
in  its  own  borders.  Before  1914  it  is  esti¬ 
mated  that  Germany  accumulated  approxi¬ 
mately  12,000,000,000  gold  marks  annu¬ 
ally.  This  figure  has  of  course  not  yet  been 
reached  in  the  post-war  period. 

The  estimate  of  the  Reichskredit-Gesell- 
schaft  is  that  capital  accumulations  in  1925 
and  1926  amounted  each  year  to  6,300,- 
000,000  Reichsmarks.  It  would  be  inter¬ 
esting  to  have  the  exact  basis  of  this  esti¬ 
mate,  for  it  is  said  by  very  noteworthy 
critics  that  it  is  altogether  incredible  that 
the  actual  national  savings  should  have 
aggregated  any  such  amount  in  the  time 
specified,  particularly  in  1925,  which  showed 
in  the  second  half  a  falling  off  in  industrial 
activities.  It  should  not  be  forgotten,  how¬ 
ever,  that  after  the  adoption  of  the  Dawes 
Plan,  economic  conditions  were  subject  to 
irregular,  hitherto  unknown,  fluctuations 
which  are  not  susceptible  to  exact  statistical 
determination. 


THE  UNEMPLOYMENT 
SITUATION 

Despite  these  encouraging  developments 
there  are,  however,  many  difficulties  still 
to  be  overcome,  the  most  serious  of  which 
is  perhaps  the  problem  of  unemployment. 
Throughout  the  entire  year  of  1926  there 
was  an  average  of  1,500,000  unemployed. 
The  reasons  for  this  large  figure  at  the 
present  time,  as  compared  with  the  smaller 
number  of  pre-war  unemployed,  are: 

1.  Before  the  war  several  hundred 
thousand  able-bodied  men  were  absorbed 
by  the  large  standing  army. 

2.  Many  women  workers  have  taken 
jobs  which  before  the  war  were  reserved 
for  men. 
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•Gt.  Hrit.  Hoard  of  Trade.  Report,  1926 
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3.  The  general  depression  in  German 
industry  has  prevented  the  use  of  the  entire 
working  population. 

It  is  claimed  that  the  unemployment 
figure  today  is  as  large  as  the  number  of 
those  who  before  the  war  were  living  upon 
the  income  from  investments  without  en¬ 
gaging  in  gainful  employment.  If  the 
German  nation  was  at  one  time  able  to  sup¬ 
port  a  large  population  living  upon  a  free 
income,  it  should  now  be  able  to  provide 
at  least  a  minimum  wage  for  an  equal  num¬ 
ber  of  workers. 

RELATIVE  BURDEN 
OF  INDEBTEDNESS 

In  order  to  get  a  true  picture  of  the 
foreign  indebtedness  contracted  by  Ger¬ 
many  within  the  last  three  years,  it  is  neces¬ 
sary  to  summarize  briefly.  The  foreign 
investments  in  Germany  since  1923  reached 
five  to  six  billion  gold  marks,  or  $1,250,- 
000,000  to  $1,500,000,000.  Four  billion 
gold  marks  were  invested  in  real  estate  be¬ 
fore  1923,*  and  other  investments  before 
that  time,  which  were  mostly  made  in 
paper  marks  and  therefore  depreciated  in 
value,  can  still  be  estimated  to  be  worth 
one  billion  marks.  We  then  have,  very 
conservatively  estimated,  at  present  an  in¬ 
vestment  by  foreigners  of  approximately 
ten  billion  marks  or  $2,500,000,000.  In 
comparison  with  other  large  corporate 
bodies  this  is  not  an  unreasonably  large 
indebtedness.  For  example,  the  total 
funded  indebtedness  of  the  City  of  New 
York  is  $1,700,000,000;  the  capital  and 
surplus  of  one  American  corporation,  the 
United  States  Steel  Corporation,  amounts  to 
$1,400,000,000;  foreign  investments  in  the 
United  States  before  the  war  amounted  to 
approximately  $3,000,000,000.  It  appears 
that  Germany  today  carries  a  smaller  in¬ 
debtedness  to  foreigners  than  the  United 
States  did  before  1914. 

In  addition  to  the  above  indebtedness 
are  the  obligations  of  the  German  Govern¬ 
ment  under  the  Treaty  of  Versailles.  Ger¬ 
many  is  required  under  the  Dawes  Plan  to 
pay  the  following  amounts  for  the  next  two 
years: 

•Moulton  ft  McGuire,  op.  cit. 
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Approximately 

1926- 27  ..  *1,500,000,000  marks  ($360,000,000) 

1927- 28  . .  1,750,000,000  marks  ($440,000,000) 

and  1928-29  and  thereafter  2,500,000,000 
marks  ($625,000,000)  annually. 

There  arises  the  question  as  to  whether 
Germany  is  able  to  produce  this  amount 
and  if  so  whether  these  sums  can  be  trans¬ 
ferred.  There  is  further  the  question  of 
w’hich  obligation  has  precedence  —  the 
reparation  payments  or  the  private  invest¬ 
ments.  It  would  seem  to  be  within  the 
meaning  of  the  Dawes  Plan  that  Germany’s 
economic  life  shall  not  be  interfered  with; 
that  any  transfer  should  be  made  only  with 
due  regard  to  the  stability  of  the  German 
currency.  It  would  seem,  therefore,  that 
private  investments  should  have  the  pre¬ 
cedence  just  as  the  ordinary  daily  necessi¬ 
ties  of  a  person  take  precedence  over  extra¬ 
ordinary  requirements,  especially  if  Ger 
many  does  not  contract  extravagant  debts 
but,  like  any  other  country,  borrows  only 
for  her  ordinary  requirements,  a  practice 
she  has  evidently  followed  up  to  the  pres¬ 
ent  time. 

THE  GERMAN 
TRANSFER  PROBLEM 

Equal  in  importance  to  the  safely  of 
foreign  investments  in  Germany  is  the 
question  of  the  ability  of  Germany  to  trans¬ 
fer  the  annual  sums  she  is  required  to  pay 
as  interest  and  amortization  on  private 
foreign  borrowings  and  the  annual  govern¬ 
ment  payments  under  the  Dawes  Plan. 

In  order  to  meet  its  obligations  on  loans 
floated  abroad,  Germany  must  transfer  ap¬ 
proximately  $60,000,000  per  annum  to 
foreign  investors,  if  7  per  cent  interest  and 
one  per  cent  amortization  are  taken  as  the 
average  on  loans  which  are  still  held 
abroad,  without  allowing  for  the  maturity 
of  such  loans  as  are  not  amortized  by  sink¬ 
ing  fund  (8  per  cent  of  3,000,000,000 
marks  or  of  $750,000,000.)  In  addition  to 
these  payments  on  loans  placed  with  pri¬ 
vate  investors,  the  German  Government  is 
required  under  the  Dawes  Plan  to  transfer 
$625,000,000  annually  in  the  “standard” 
years,  beginning  1928-29,  partly  in  cash  and 

•Plgrures  for  1926-27  accordinf?  to  Darmstaedter  und  Nt* 
tionalbank.  Mnrch,  1927. 
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partly  in  kind  to  its  foreign  creditors.  The 
ability  of  Germany  to  make  these  transfers 
is  of  the  utmost  importance  to  the  United 
States,  since  Great  Britain  expects  to  pay 
its  obligations  to  the  United  States  largely 
out  of  its  receipts  from  Germany,  and  the 
same  is  true  of  France,  Belgium  and  Italy. 

the  future  of 
german  investments 

As  regards  Germany’s  policy  with  re¬ 
spect  to  future  loans  in  foreign  markets  it 
seems  that  Germany  will  have  to  issue 
abroad  when  the  present  internal  money 
resources  have  been  exhausted,  and  there 
are  indications  that  this  is,  or  soon  will  be, 
the  case.  The  general  tendency  today, 
however,  is  undoubtedly  to  try  the  home 
market  first  and  not  to  go  abroad  unless 
absolutely  necessary.  The  figures  for  the 
year  1926  bear  out  this  general  trend.  The 
Reichskredit-Gesellschaft  estimated  that, 
while  in  1925  the  home  market  was  only 
able  to  take  up  1,500,000,000  marks,  in 
1926  as  many  as  4,300,000,000  were  raised 
at  home.  According  to  the  “Berliner  Tage- 
blatt,”  however,  about  3,400,000,000  marks 
(including  2,000,000,000  marks  worth  of 
mortgage  bonds)  were  raised  in  Germany 
in  1926,  as  compared  with  only  1,700,- 
000,000  marks  borrowed  from  abroad.  In 
January,  1927,  13,000,000  marks  were 
placed  abroad  while  212,000,000  marks 
were  borrowed  in  the  home  market;  in 
February,  20,400,000  marks  were  bor¬ 
rowed  in  foreign  markets  as  against  679,- 
000,000  marks  placed  in  Germany. 

GERMAN  INVESTMENT 
POLICY 

It  is  evident  from  this  trend  that  the 
policy  of  curtailing  the  amount  of  foreign 
borrowing  as  advocated  by  Dr.  Schacht, 
President  of  the  Reichsbank,  and  Parker 
Gilbert,  Agent-General  for  Reparation 
Payments,  apparently  has  borne  its  fruit. 
It  should  not  be  forgotten,  however,  that 
this  policy  is  not  approved  everywhere. 
Many  prominent  foreign  critics  contend 
that  the  execution  of  the  Dawes  Plan  would 
be  facilitated  if  Germany  took  up  at  this 


time  as  many  foreign  credits  as  possible. 


They  argue  that  by  bringing  in  foreign 
currency  during  the  first  years  of  the 
Dawes  Plan  there  would  be  no  doubt  of 
the  Reparation  Agent’s  ability  to  acquire 
the  foreign  exchange  necessary  to  transfer 
reparation  payments,  and  that  only  by 
financing  German  industry  on  a  very  large 
scale  is  it  possible  to  expand  the  German 
industrial  plant  and  to  prepare  fields 
abroad  so  that  in  future  years  adequate 
foreign  exchange  could  be  produced  by  ex¬ 
ports.  This  undoubtedly  is  a  very  interest¬ 
ing  point  of  view  and  would  perhaps  result 
in  a  far-sighted  policy,  but  it  is  well  to 
bear  in  mind  that  the  stimulation  of  Ger¬ 
man  exports  in  order  to  meet  payments 
under  the  Dawes  Plan  will  have  its  reper¬ 
cussions  in  the  form  of  German  competi¬ 
tion  in  foreign  markets. 

The  problem  of  producing  foreign  ex¬ 
change  in  order  to  make  payments  abroad 
is  to  be  faced  not  only  by  Germany  but  by 
other  states  as  well,  who  are  debtors  to  the 
United  States.  They  will  also  have  to 
stimulate  exports  if  they  are  to  be  able  to 
secure  dollar  exchange  with  which  to  meet 
their  annual  payments  to  the  United  States. 
At  the  same  time  the  United  States  is  en¬ 
gaged  in  a  campaign  of  increasing  its  ex¬ 
ports  in  order  to  distribute  the  surplus  pro¬ 
duction  of  the  country. 

STATISTICAL  SUMMARY 
OF  GERMAN  LOANS 

The  following  list  of  German  loans  in 
foreign  countries,  compiled  by  the  Direc¬ 
tion  der  Disconto  Gesellschaft,  Berlin,  and 
published  in  translation  with  the  permis¬ 
sion  of  the  company,  covers  the  period 
from  January  1,  1925,  to  November  10, 
1926.  It  should  be  supplemented  as  to 
1924  by  864,000,000  Reichmarks,  according 
to  statistics  of  the  Reichskredit-Gesellschaft ; 
this  figure  includes  the  Dawes  loan  of 
Reichmarks  800,000,000  and  the  loan  of 
Friedrich  Krupp  A.  G.  of  $10,000,000.  In 
the  following  is  also  given  a  supplement  for 
the  time  from  November  10,  1926,  until  the 
end  of  that  year  (according  to  statistics 
compiled  by  the  “Berliner  Tageblatt”).  The 
total  figures  would  therefore  be  as  follows : 
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SUMMARY 


German 

Municipalities,  States  and 


Public  Enterprises: 

Reichsmarks 

Dollars 

1924  . 

800,000,000 

190,400,000 

1925  . 

. ) 

\  194,500,000 

1926  . 

>  1,807,450,000  < 

[  235,660,000 

2,607,450,000 

620,560,000 

Private  Enterprises 

X 

1924  . 

.  64,000,000 

15,230,000 

1925  . 

. )  (  120.200.000 

1926  . 

J  1,195,260,000 

1  164,250,000 

1,259,260,000 

299,680,000 

Totals: 

Public  Enterprises . 

.  2,607,450,000 

620,560,000 

Private  Enterprises . 

.  1,259,260,000 

299,680,000 

Grand  Total: 

RM  3,866,710,000 

$920,240,000 

Attention  should  be  called  to  the  fact 
that  some  of  the  loans  in  the  following  list 
were  evidently  not  public  offerings  but 
loans  which  were  privately  placed,  as  for 
example  some  of  the  credits  to  Catholic 
Institutions,  and  the  credit  to  the  German 
Cable  Company  placed  with  the  American 
and  Continental  Corporation.  It  should 
further  be  pointed  out  that  some  short-time 
transactions,  like  treasury  notes  of  Ham¬ 
burg,  Hanover,  and  Chemnitz  have  been 
or  are  soon  to  be  refunded  by  long-term 
issues. 

Though  the  list  may  not  be  entirely  com¬ 
plete  or  entirely  correct,  it  is  certainly  an 
excellent  illustration  of  German  loans 
abroad.  The  vital  questions  of  German  in¬ 


debtedness  abroad  are  not  susceptible  to 
exact  statistical  research  but  will  have  to 
rely  on  estimates,  particularly  as  to  the 
present  holdings  of  foreign  currency  loans 
abroad  and  as  to  foreign  interests  other 
than  loans. 


The  list  does  not  comprise  the  majority 
of  privately  placed  loans,  i.  e.,  loans  placed 
with  banks,  investment  trusts,  and  insur¬ 
ance  companies,  which  are  not  offered  to  the 
general  public.  The  general  estimates 
given  before  make  allowance  for  these 
private  credits,  though  it  is  naturally  diffi¬ 
cult  to  separate  these  loans,  about  which 
no  information  is  given  to  the  press,  from 
investments  other  than  loans. 
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GERMAN  LOANS  IN  FOREIGN  COUNTRIES’'^ 

From  January  1st,  1925,  to  November  10th,  1926 

[)  Municipalities,  States,  and  Public  Enterprises 


l>ute 

Amount 

-Cn 

pdit-Olver— > 

Kate 

Selling 

of 

in 

Syndicate 

of 

Trice 

Credit-Taker 

Issue 

Millions 

Country 

Munuser 

Int. 

Years 

% 

1925 

Ames,  Emerich 

7% 

‘City  of  Saarbrueckon 

Jan.  1 

$3. 

U.  S.  A. 

&  Co. 

10 

96 

iion  Public  Works 

Feb.  2 

$15. 

U.  S.  A. 

The  NatT  City  Co. 

7% 

20 

92 

ktric  Power  Corpora¬ 
tion  A.  G. 

Mar.  1 

$  5. 

U.  S.  A. 

Harris,  Forbes  &  Co. 

6  y2  % 

25 

86 

ktric  Power  Corpora¬ 
tion  A.  G. 

Mar.  1 

$  2.5 

U.  S.  A. 

Harris,  Forbes  &  Co. 

6V^% 

25 

87 

U.  S.  A. 

Blair  &  Co. 

Gi^% 

;:y  of  Cologne 

Mar.  15 

$10. 

Holland 

25 

87% 

Ity  of  Berlin 

Apr.  1 

$15. 

U.  S.  A. 

Speyer  &  Co. 

6^!% 

25 

89 

ilhedral  of  Cologne 

Apr.  1 

llfl.O.n 

Holland 

7% 

3 

100 

tar  Busin  Consolidated 

Apr.  1 

$4. 

U.  S.  A. 

\ 

Ames,  Emericli 

7% 

10 

Counties 

Holland 

&  Co. 

97 

Ity  of  Heidelberg 

July  1 

$1.5 

U.  S.  A. 

Lisman  &  Co. 

7J^% 

25 

98% 

irishes  of  St.  Cross  &  St. 
George  at  Breslau 

July  1 

Hfl.0.22 

Holland 

8% 

10 

— 

ilholic  Community  o  f 
Dnesseldorf 

July  1 

IIfl.0.75  Holland 

7% 

10 

— 

atholic  Church  in  Bavaria 

July  1 

F1.3. 

Holland 

7% 

5 

99 

!ty  of  Munich 

Aug.  1 

$8.7 

U.  S.  A. 

Harris,  Forbes  &  Co. 

7% 

1-20 

100/93% 

^ee  State  of  Bavaria 

Aug.  1 

$15. 

U.  S.  A. 

Holland 

U.  S.  A. 

\ 

S 

1 

Equitable  Trust  Co. 

6Vj% 

1-20 

100/88% 

Free  State  of  Bremen 

Sep.  1 

$15. 

Holland 

•  The  Guaranty  Co. 

7% 

10 

94%/95% 

Switzerland 

U.  S.  A. 

Ames,  Emerich 

7% 

City  of  Duesseldorf 

Sep.  1 

$1.75 

&  Co. 

1-20 

100/93% 

P.hine-Main-Danube  Cor¬ 

Sep.  1 

$G. 

U.  S.  A. 

Lee,  Higginson 

7% 

96 

poration 

&  Co. 

25 

■Central  Bank  for  Agricul¬ 
ture 

Sep.  15 

$25. 

U.  S.  A. 
Holland 

1 

The  National 

City  Co. 

7% 

25 

93 

City  of  Frankfort-on-the 

U.  S.  A. 

1 

Main 

Oct.  1 

$4. 

Holland 

.  Speyer  &  Co. 

7% 

1-20 

100%/94 

Switzerland 

Consolidated  Municipalities 
of  Wuerttemberg 

Nov.  1 

$8.4 

U.  S.  A. 

Blair  &  Co. 

7% 

1-20 

100.4/93.9 

U.  S.  A. 

) 

Speyer  &  Co. 

7% 

City  of  Dresden 

Nov.  1 

$5. 

Holland 

t 

s 

20 

94 

■City  of  Duisburg 

Nov.  1 

$3. 

U.  S.  A. 

Harris,  Forbes  &  Co. 

7% 

1-20 

100/93% 

U.  S.  A. 

'1 

otate  of  Oldenburg 

Nov.  1 

$3. 

Holland 

'  Ames,  Emerich 
f  &  Co. 

7% 

1-20 

100%/93% 

Switzerland 

Marshall  Field 

7% 

ilamburg  Electric  Co. 

Nov.  1 

$4. 

U.  S.  A. 

Glore,  Ward  &  Co. 

10 

95% 

Municipal  Bank  of  the 
State  of  Hessen 

Nov.  1 

$3.6 

U.  S.  A. 

Dillon  Read  &  Co. 

7% 

1-20 

100/93% 

'By  Courtesy  of  tho  Direction  Dor  DIsconto  Oesellschaft,  Berlin. 

'•Tlii.s  i.ssue  lias  been  utlilej  by  the  writer  to  the  original  list,  In  wldch  it  was  not  contained,  for  tho  sake  of  completeness. 
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A)  Municipalities,  States,  and  Public  Enterprises 

(Continued) 

Credit-TiUcer 

l>ate 

of 

iNoue 

Amount 

In 

Millions 

Country 

Credit-Civer--!  ■  s  Rate 

Syndicate  of 

Munayer  Int. 

Yeiirs 

I*rie» 

1925 

Berlin  City  Electric  Works 

Nov.  1 

SFr.30. 

Switzerland ) 
Holland  ( 

Credit  Suisse  7% 

15 

95 

Rhine-Westphalia  Electric 
Power  Corporation 

Nov.  2 

$10. 

u.  s.  A.  ; 

Holland  i 

The  National  ^ 

City  Co. 

25 

94 

Saxon  State  Mortgage  In¬ 
stitution 

Doc.  1 

$5. 

U.  S.  A. 

The  National 

City  Co. 

20 

93H 

Westphalia  United  Electric 
Power  Corporation 

Dec.  1 

$7.5 

U.  S.  A. 

Speyer  &  Co.  6%  % 

25 

m 

United  Industrial  Corpora¬ 
tion  (VIAG) 

Dec.  1 

$6. 

U.  S.  A. 

Harris,  Forbes  &  Co.  6% 

20 

84  H 

Consolidated  Municipalities 
of  the  State  of  Baden 

192G 

Jan.  1 

$4.5 

U.  S.  A. 

Blyth,  Witter  &  Co.  7% 

25 

93 

Bavarian  Palatinate  Con¬ 
solidated  Cities 

Jan.  1 

$3.8 

U.  S.  A. 

Ames,  Emerich 
&  Co. 

1-20 

100V4/935 

“Unterelbe”  Power  and 
Light  Company 

Jan.  1 

$2.5 

U.  S.  A. 

A.  G.  Becker  &  Co. 

Chicago 

10 

87 

Sachsen  -  Anhalt  Electric 
Co.  of  Halle  (Saale) 

Jan.  1 

$1. 

U.  S.  A. 

Lisman  &  Co.  G  Vs  % 

1-2 

— 

Cathedral  of  Treves 

Jan.  1 

IIfl.0.27 

Holland 

Arnold  Gillesen’s 

Bank 

10 

100 

Consolidated  Hydro-Elec¬ 
tric  Works  of  Upper 

Jan.  15 

?4. 

U.  S.  A. 

W.  A.  Harriman 

p 

&  Co.  • 

Harris,  Forbes  &  Co.  G  % 

30 

93 

Wuerttemberg 

Silesia  Electric  Corp. 

Feb.  1 

$4. 

U.  S.  A. 

20 

87% 

Berlin  City  Electric  Co. 

Feb.  1 

$3. 

U.  S.  A. 

Hallgarten  &  Co.  GVi% 

1-3 

99/98% 

German  Consolidated  Mun¬ 
icipalities 

Feb.  2 

$15. 

U.  S.  A.  \ 
Holland  j 

1 

1 

Harris,  Forbes  &  Co.  7% 

21 

94% 

City  of  Leipzig 

Feb.  2 

$5. 

U.  S.  A. 

Speyer  &  Co.  7% 

21 

94% 

Roman  Catholic  Church  in 
Bavaria 

Mar.  1 

$5. 

U.  S.  A. 

Howe,  Snow 
&  Bertles 

20 

1 

93%  1 

City  of  Wuerzburg 

Mar.  1 

$1.25 

U.  S.  A. 

Lamport  &  Co.  7% 

25 

87%  1 

Free  State  of  Anhalt 

Mar.  1 

$2. 

U.  S.  A. 
Sweden 

1 

A.  G.  Becker  &  Co. 

Chicago 

20 

101/93.81 

Free  State  of  Baden 

Mar.  30 

Fr.40. 

Switzerland ) 
Holland  t 

Credit 

Suisse 

20 

94 

Stettin  Public  Utilities  Co. 

Apr.  1 

$3. 

U.  S.  A. 

Harris,  Forbes 
&  Co. 

20 

94% 

Saxon  Public  Works  A.  G. 

May  1 

$15. 

U.  S.  A. 

r  The  National  City 
j  Company,  Lee,  G  % 

25 

91% 

Free  State  of  Hamburg 

May  1 

$5. 

U.  S.  A. 

[  Higginson  &  Co. 
International 

Acceptance  Bank  5  %  % 

1 

100 

Provincial  Bank  of  the 
Rhineland 

May  1 

Hfl.12.3 

Holland 

Sweden 

1 

Mendelssohn 
&  Co. 

20 

97% 

Leipzig  Overland  Power 
Companies 

May  1 

$3. 

U.  S.  A. 

W.  A.  Harriman 

&  Co  ®  ^ 

20 

92% 

Mannheim  and  Palatinate 
Electric  Companies 

June  1 

$3. 

U.  S.  A. 

A.  G.  Becker  &  Co. 

Chicago  ^ 

15 

96% 

Oberpfalz  Electric  Power 
Corporation 

June  1 

$1.25 

U.  S.  A. 

P.  W.  Chapman 
&  Co. 

20 

97% 

J 
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)  Municipalities,  States,  and  Public  Enterprises  (Continued) 


t’r«dlt-Taker 


Amount 

in 

Millions 


Syndicate 

Manager 


Rate 

of 

lilt.  Years 


kasolidatcd  Communities 


of  Cloppenburg,  State 
of  Oldenburg 

June  1 

Hfl.l. 

Holland 

Caron  &  Smits 

Arnold 

Gillesen’s  Bank 

7% 

25 

96 

;ity  of  Emden 

June  1 

Rmks.1.5 

Holland 

6% 

35 

75  Vi 

=Lech”  Electric  Works  A. 
G.,  Augsburg 

June  1 

Fr.l2. 

Switzerland 

Bank  fuer  Elek- 
trische 

Unternehmungen 

7% 

25 

96 

Rnedictine  Abbey  at  Ndr. 
Altech,  near  Passau 

July  1 

Hfl.0.15 

Holland 

Arnold 

Gillesen’s  Bank 

8% 

10 

— 

L^hdiocese  of  Cologne 

July  1 

Hfl.0.2 

Holland 

Spaarnebank 

6% 

G 

100 

toman  Catholic  Welfare 
Institutions  in  Germany 

July  1 

$3. 

Holland 
U.  S.  A. 

Howe,  Snow 
&  Bertles 

7% 

20 

98>/j 

Lonvent  of  St.  Magdalene, 
of  Speyer 

July  1 

Hfl.0.35 

Holland 

Arnold 

Gillesen’s  Bank 

8% 

10 

100 

■henish  Electric  Works, 
Mannheim 

July  1 

$3. 

U.  S.  A. 

W.  A.  Harriman 
&  Co. 

7% 

15 

96’/^ 

Province  of  Westphalia 

July  15 

£0.835 

England 

N.  M.  Rothschild 
&  Sons 

7% 

25 

98% 

Free  State  of  Bavaria 

Aug.  1 

$10. 

U.  S.  A. 
Holland 

Equitable 

Trust  Co. 

6  Vi  % 

20 

94 

F-blic  Health  Insurance 
Bureau,  of  Altona 

Aug.  1 

Hfl.0.3 

Holland 

Nationale  Spar 
und  Emissionsbank 

7% 

— 

95% 

(Health  Resort)  Nieder- 
breisig  Co. 

Aug.  1 

Hfl.0.6 

Holland 

Hollaendische 
Emissie  Bank 

8% 

— 

95 

German  Savings  Bank  & 
Clearing  Ass’n.  (Cons. 
Municipal  Loan) 

Aug.  1 

$8. 

U.  S.  A. 
Holland 

Harris,  Forbes 
&  Co. 

7% 

21 

98 

U.  S.  A 
Holland 

1 

Harris,  Forbes  &  Co. 

Fn:e  State  of  Prussia 

Sep.  15 

$20. 

Sweden 

.  International 

6  Vi  % 

25 

95 

England 

Acceptance  Bank 

Switzerland 

Qty  of  Bochum 

Sep.  30 

Fr.6. 

Switzerland 

Credit  Suisse 

5% 

10 

— 

City  of  Crefeld 
"Unterelbe”  Power  &  Light 
Company 

Sep.  30 

Fr.3.52 

Switzerland 

Credit  Suisse 

5% 

10 

— 

Oct.  1 

$2.5 

U.  S.  A. 

A.  G.  Becker  &  Co. 

1% 

15 

99% 

Franciscan  Abbey  Frei- 
burg-Erlenbach,  State  of 
Baden 

Oct.  1 

Hfl.0.5 

Holland 

Spaarnebank 

6%% 

— 

99% 

Free  State  of  Hamburg 

Oct.  1 

£2. 

England 

Baring  Bros. 

6% 

25 

93% 

Free  State  of  Hamburg 

City  of  Hanover 

Oct.  1 

$10. 

U.  S.  A. 

Kuhn,  Loeb  &  Co. 

6% 

20 

91% 

Oct.  1 

$2. 

U.  S.  A. 

Blair  &  Co. 

5%% 

1 

99% 

'ity  of  Chemnitz 

Nov.  1 

$2. 

U.  S.  A. 

Blair  &  Co. 

5%% 

1 

99% 

Frotestant  Church  in  Ger¬ 
many  Welfare  Institu¬ 
tions 

Nov.  1 

$2.5 

U.  S.  A. 

Howe,  Snow, 

&  Bertles 

7% 

20 

98 

^lin  Electric  Elevated  & 

U.  S.  A. 

1 

Underground  Railways 
Company 

Nov.  1 

$15. 

Holland 

Speyer  &  Co. 

6%% 

30 

94% 

Reichsmarks  1,622,000,000  =  $386,040,000  <  1926' 


$194,500,000 

$191,540,000 
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B  )  Private  Enterprises 


Date 

Amount 

<  Credit-OIver  i  ■ — < 

Rate 

of 

in 

Syndicate 

of 

Credit-Taker 

Issue 

Millions 

Country  Manager 

Int. 

Years 

August  Thyssen  Iron  & 
Steel  Works 

1925 

Jan.  1 

$12. 

Siemens  &  Halske  A.  G., 
Siemen  s-Schuckert- Werke 

Jan.  1 

$5. 

G.  m.  b.  H. 

Siemens  &  Halske  A.  G., 
Siemens-S  c  h  u  c  k  e  r  t- 

Jan.  1 

$5. 

Werke  G.  m.  b.  H. 
General  Electric  Corpora¬ 
tion  (AEG) 

Jan.  15 

$10. 

German  Atlantic  Cable  Co. 

Apr.  1 

$4. 

German  Cable  Co. 

Apr.  1 

$0.75 

Silesian  Coke  Works 

July  1 

RM  4. 

Mining  Co.  of  Altmark 
A.  G. 

Aug.  1 

RM  1.25 

Rudolph  Karstadt,  Inc. 

Oct.  1 

$3. 

Bank  for  Textile  Industries 

Oct.  1 

£1. 

Good  Hope  Steel  &  Iron 

Works 

Oct.  15 

$7.5 

Good  Hope  Steel  and  Iron 

Works 

Oct.  15 

$2.5 

German  Potash  Syndicate 

Nov.  1 

£8. 

Hamburg-American  Line 

Dec.  1 

$6.5 

General  Electric  Corpora¬ 
tion  (AEG) 

Dec.  1 

$10. 

Osram  G.  m.  b.  H. 

Dec.  1 

$5. 

Universum  Film 

Dec.  1 

$4. 

Leonhard  Tietz,  Inc. 

1926 

Jan.  1 

$3. 

Rheinelbe-Union 

Jan.  1 

$25. 

Cellulose  Works  “Wald-  _  _ 

hof,”  Mannheim 

Jan.  1 

£0.75 

Ilseder  Steel  Corporation 

Apr.  1 

$7.5 

Carl  Zeiss  Stiftung,  Jena 

Apr.  1 

Hfl.5. 

Robert  Bosch  A.  G.,  Stutt¬ 
gart 

Apr.  1 

$3. 

German  Potash  Syndicate 

May  1 

£4. 

U.  S.  A.  ) 
Holland  ^ 

Dillon  Read 
&  Co. 

7% 

5 

U.  S.  A.  ) 

Dillon  Read 

7% 

3 

Holland  ) 

&  Co. 

U.  S.  A.  ) 

Dillon  Read 

7% 

10 

Holland  j 

&  Co. 

U.  S.  A. 

The  National  City 

7% 

20 

Co. 

W.  A.  Harriman 

7% 

20 

U.  S.  A. 

&  Co. 

U.  S.  A. 

American  and 
Continental  Corp. 

— 

3 

Switzerland 

Credit  Suisse 

7% 

15 

Holland 

U.  S.  A. 

N.  V.  Bank  en  Han- 
delsvereenigung 
Dillon  Read  &  Co. 

8% 

— 

7% 

Scholle  Bros. 
Ilelbert,  Wagg 

5 

20 

England 

7% 

&  Co. 

U.  S.  A.  ) 

Lee,  Higginson  & 
Co.,  W.  A.  Harri¬ 

7% 

20 

Holland  | 

man  &  Co. 

U.  S.  A. 

W.  A.  Harriman 

7% 

20 

&  Co. 

England  ] 

Holland  ( 

[ 

1  Henry  Schroeder 

7% 

25 

Sweden  ] 

Switzerland  i 

(  &  Co. 

I 

U.  S.  A. 

Speyer  &  Co. 

The  National 

6%% 

6V2% 

3-15 

15 

U.  S.  A. 

City  Co. 

Holland  ' 
Switzerland' 

[  Amsterdamsche 

7% 

25 

Sweden  J 

1  Bank 

U.  S.  A. 

Famous  Players 

7  i/i  % 

10 

Lasky  Corp. 

U.  S.  A. 

Lehman  Bros. 

7^% 

20 

U.  S.  A.  ) 

Dillon  Read 

7% 

20 

Holland  \ 

&  Co. 

England 

Helbert,  Wagg 

6^% 

20 

&  Co. 

U.  S.  A. 
Holland 

1  The  National 

7% 

20 

Sweden 

1  City  Co. 

Holland 

)  Nederlandsche 

7% 

20 

Sweden 

J  Handels  Mtj. 

Holland 

)  Amsterdamsche 

7% 

25 

Switzerland 

J  Bank 

England 

J.H.  Schroeder  &  Co. 

7% 

24 

Sellin 

Priet 


m 

99 

96H 

93?i 

94 


92^4 

98 

97 

93 

91 

92 

m 

100/99 

94 

93  H 


97 
94 
97% 

94 

94 

94 

98 
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B)  Private  Enterprises  (Continued) 


Credit-Taker 

Date 

of 

iMSue 

Amount 

in 

MllUons 

Country 

-Credit-Giver———^ 

Syndicate 

Manager 

Bate 

of 

lilt. 

Yearg 

SelUns 

Price 

% 

Piper  &  Cellulose  Works 
“Feldmuehle”  A.  G. 

May  1 

£0.35 

England 

Helbert,  Wagg 
&  Co. 

7% 

10 

— 

Hsnsfeld  Mining  &  Smelt¬ 
ing  Company 

May  1 

$3. 

U.  S.  A. 
Holland 

1  Brown  Bros.  &  Co. 

7% 

15 

93% 

Pilesian  Textile  Works, 
Methner  &  Frahne  A.  G., 
Landeshut 

May  1 

$1.25 

U.  S.  A. 

German  Credit  & 
Investment  Co. 

— 

15 

— 

Cerresheimer  Glass  Works 

N.  V.  Engelsch 

8% 

98 

A.  G.,  Duesseldorf-  Reis- 

June  1 

Hfl.0.75 

Holland 

Hollandsche  Bank 

5 

holz 

u.  Handels  Mtj. 

MIAG  Mill  Machinery  Co. 
Frankfort-Main 

June  1 

$3. 

U.  S.  A. 

F.  J.  Lisman  &  Co. 

7% 

30 

92%, 

August  Thyssen  Iron  & 
Steel  Works 

June  1 

$5. 

U.  S.  A. 

Dillon  Read  &  Co. 

6% 

short  term 

— 

United  Steel  Woks  Corp. 

June  1 

$30. 

U.  S.  A. 

Dillon  Read  &  Co.  6 

Va  % 

25 

96 

Deutsche  Patent  Waerme- 
schutz  A.  G.  Hoerde 

Siemens  &  Halske  A.  G., 

Aug.  1 

IIfl.0.15 

Holland 

Hollaend.  Bank 

8% 

12 

98 

Siemen  s-Schuckert-Werke 

Sep.  1 

$24. 

U.  S.  A. 

Dillon  Read  &  Co.  6  % 

25 

99 

!  G.  m.  b.  H. 

Hugo  Stinnes  Industries, 
Inc. 

Oct.  1 

$12.5 

U.  S.  A. 

Halsey,  Stuart 
&  Co. 

7% 

20 

99% 

Hugo  Stinnes  Corporation 

Oct.  1 

$12.5 

U.  S.  A. 

Halsey,  Stuart 
&  Co. 

7% 

10 

99% 

Total: 

Reichsmarks  1,164,280,000 

„  (  1925: 

=  $277,100,000  1  jf)26: 

$120,200,000 

$156,900,000 

(A)  Municipalities,  States  and  Public  Enterprises  .  Rmks.  1,622,010,000 

(B)  Private  Enterprises  .  Rmks.  1,164,280,000 

Grand  Total  . .  Rmks.  2,786,290,000 


SUPPLEMENT  TO  GERMAN  LOANS  IN  FOREIGN  COUNTRIES* 

From  November  11th,  1926  to  December  31st,  1926 


A)  Municipalities,  States,  and 

Public  Enterprises 

Credit-Taker 

Month 

Amount 

Credit-Giver 

Rat* 

Tears 

Selling 

In 

in 

of 

Price 

1926 

Milliong 

Int. 

% 

Saxon  State  Mort- 

The  National  City 

gage  Institution 

Nov. 

$4. 

Co.  of  New  York 

6%% 

20 

97 

Free  State  of  Bavaria 

Dec. 

$10. 

Bankers  Trust  Co. 

Treasury  notes. 

Berlin  City  Electric  Co. 
United  Industrial  Cor- 

Dec. 

$20. 

Dillon,  Read  &  Co. 

6%% 

25 

98 

poration  (VIAG) 
Roman-Catholic  Mathias 

Dec. 

$6. 

Harris,  Forbes  &  Co. 

ev2  7c 

15 

97% 

Hospital 

Dec. 

Hfl.0.5 

Spaarne  Bank 

1% 

100 

Diocese  of  Meissen 

Dec. 

IIfl.0  3 

Theo.  Gillisen’s  Bank 

7% 

100 

Prussian  Central  Mort- 

N.  M.  Rothschild 

gage  Institution 

Dec. 

GM  16. 

&  Sons 

7% 

94% 

Total: 

Reichsmarks  185,440,000. = $44,120,000. 

'Berliner  Tagcblatt 
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B)  Private  Enterprises 


Credit-Taker 

Month 

in 

1926 

Amount 

to 

Milliona 

Credit-Giver 

Rate 

of 

Int. 

Years 

Soiling 

Price 

Peters  Union  A.  G. 

Nov. 

Hfl.1.6 

Willenmier,  Van  Tyen 

&  Van  Laer 

7% 

30 

93 

German  Atlantic  Cable  Co. 

Dec. 

'  $4. 

W.  A.  Harriman  &  Co. 

7% 

19 

99% 

Housing:  &  Realty  Im- 

J.  N.  Seligman  &  Co. 

7% 

20 

98 

provement  Co. 

Dec. 

$1.5 

J.  Bruening  &  Sohn 

Dec. 

£0.125 

Teixeira  de  Mattos 

20 

96 

German  Linoleum  Works, 

Lippman,  Rosenthal 

A.  G. 

Dec. 

RM.2.5 

&  Co. 

7% 

20 

91 

To^^al : 

Reichsmarks 

30,980,000. = $7,350,000. 

Foreign  Policy  Association 

Information  Service 

Special  Supplements: 

This  Supplement  to  the  Information  Service  is  the  second  of  a  series 
of  larger  studies  on  economic  questions  of  international  significance.  The 
two  other  numbers  are : 

The  United  States  and  the  War  Debts 
By  lewis  WEBSTER  JONES 
Member  of  the  Resmreh  Staff,  Foreign  Policy  Association 

America,  The  World’s  Banker 
By  DR.  max  WINKLER 

Vice-President  and  head  of  Foreign  Bomd  Department,  Moody's  Investors'  Service. 

The  regular  fortnightly  Information  Service  reports  offer  concise 
summaries  on  contemporary  questions  of  foreign  policy.  They  are  used 
by  more  than  700  editors,  65  national  organizations,  200  college  professors 
and  1,500  members  of  the  Foreign  Policy  Association. 

Subscription  Rates: 

F.  P.  A.  Members  -  _  .  _  $3.00 

Non-Members . $5.00 

(Subscribers  receive  twenty-six  Reports  a  year  together  with  the  Special  Supplements) 

Further  Information  on  Request 

Foreign  policy  association 


18  East  41st  Street 


New  York  City 


Foreign  Policy  Association 

Information  Service 


Volume  III. 


Special  Supplement  No.  3 


AMERICA,  THE  WORLD  S  BANKER 

Summary  of  American  Foreign  Investments 

By  Dr.  MAX  WINKLER 

Vice-President,  Bertron,  Griscom  &  Co.,  Inc.:  Formerly  llcc- 
President  and  Head  of  Foreign  Bond  Department, 

Moody’s  Investors'  Service. 


June,  1927 


Published  by  the  Research  Department 


FOREIGN  POLICY  ASSOCIATION 

Eighteen  East  Forty-First  Street 
New  York  City 


America,  The  World’s  Banker 

CONTENTS 

PAGE 

Introduction .  57 

How  American  Capital  is  Employed  Abroad .  58 

Anomalies  of  State  Department  Policy . . .  58 

American  Investments  Abroad,  1915-26  .  59 

Detailed  Summary  of  Foreign  Capital  Flotations  in  the  United 

States  .  60-74 

Table  II — Foreign  Capital  Flotations  in  1923  .  60 

Table  III — Foreign  Capital  Flotations  in  1924  .  61 

Table  IV — Foreign  Capital  Flotations  in  1925  .  64 

Table  V — Foreign  Capital  Flotations  in  1926  .  68 


The  Outlook 


74 


America,  The  World’s  Banker 


The  following  study  is  an  authoritative  summation  of  the  nature  and  extent  of  American 
investments  in  foreign  countries  at  the  close  of  the  year  1926.  At  this  time  private 
American  citizens  had  invested  approximately  thirteen  billion  dollars  in  foreign  countries,  ac¬ 
cording  to  the  figures  of  Dr.  Winkler.  This  total  is  appreciably  in  excess  of  figures  hitherto 
published  in  connection  with  foreign  borrowings  in  the  United  States,  due  to  the  fact  that 
Dr.  Winkler  has  been  able  to  include  not  only  new  issues  offered  for  public  subscription  but 
also  securities  underwritten  in  this  market  and  placed  privately  with  American  investors, 
direct  purchases  of  foreign  property  not  involving  the  sale  of  securities,  the  acquisition  by 
Americans  of  foreign  securities  already  outstanding  and  the  purchase  of  internal  issues,  both 
stocks  and  bonds. 

The  figures  Dr.  Winkler  presents  for  1926  are  more  than  $600,000,000  higher  than 
the  orthodox  estimates  of  the  Department  of  Commerce,  and  those  for  1925  show  a  total 
almost  a  billion  dollars  higher  than  the  Department’s  estimates  for  the  same  period.  The 
total  foreign  borrowings  by  years  since  1923  are  presented  by  Dr.  Winkler  as  follows : 


1923  .  543,639,764 

1924  .  1,589,130,900 

1925  .  2,206,018,650 

1926  .  1,891,963,861 


There  is  no  one  more  competent  than  Dr.  Winkler  to  make  a  compilation  of  this  char¬ 
acter.  As  Vice-President  and  head  of  the  Foreign  Bond  Department  of  Moody’s  Investors’ 
Service  for  the  past  five  years.  Dr.  Winkler  has  been  in  daily  touch  with  the  trends  of  inter¬ 
national  finance  and  has  had  access  to  the  detailed  records  of  virtually  all  foreign  financing 
in  the  United  States.  He  is  at  present  Vice-President  of  Bertron,  Griscom  and  Company,  Inc. 

The  Information  Service  is  indebted  to  Dr.  Winkler  for  making  available  to  its  readers 
this  valuable  contribution  to  an  understanding  of  the  international  credit  position  of  the 
United  States.  Ed. 


IN  1914,  the  Unit  d  States  was  indebted  to  period.  From  a  debtor  nation  the  United 

foreign  countries  to  the  extent  of  approx-  States  has  become  one  of  the  world’s  most 

imately  $5,000,000,000.  American  invest-  powerful  creditor  nations,  with  investments 

ments  abroad  were  only  about  $2,500,000,-  abroad  of  approximately  $13,000,000,000, 

000.  Sums  placed  in  foreign  securities  or  exclusive  of  the  “political  debts,”  aggregat- 

foreign  enterprises  were  confined  to  a  much  about  $11,000,000,000.  Instead  of  twelve 

smaller  amount.  On  the  New  York  Stock  foreign  issues  traded  in  on  our  Exchange, 

Exchange  less  than  a  dozen  foreign  govern-  there  are  today  several  times  that  figure,  and 

ment  and  municipal  obligations  were  listed,  instead  of  an  annual  turnover  of  $3,500,000, 
including  an  Argentine  issue,  three  Japanese  today’s  turnover  is  at  the  rate  of  more  than 
loans,  a  few  Mexican  securities,  a  Chinese  $1,000,000,000  per  annum, 
loan,  a  City  of  Frankfort  loan,  and  a  Russian  Since  the  beginning  of  1923  the  writer  has 

issue  rarely  dealt  in.  The  total  annual  turn-  gathered  from  all  available  sources  at  his 

over  of  foreign  securities  on  the  Exchange  disposal  statistics  relative  to  the  export  of 

barely  exceeded  $3,500,000.  American  capital.  The  total  is  appreciably 

What  a  change  thirteen  years  have  in  excess  of  figures  which  are  ordinarily 

wrought !  Examination  of  the  financing  ef-  published  in  connection  with  foreign  borrow- 

fected  in  the  course  of  the  past  several  years  ing  in  this  country,  because  the  list  includes 

conclusively  shows  that  America  has  out-  not  only  new  issues  offered  for  public  sub¬ 

grown  the  provincial  view  of  the  pre-war  scription,  but  also  securities  underwritten 
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in  this  market  and  placed  privately  with 
American  investors,  direct  American  pur¬ 
chases  of  foreign  property  not  involving  the 
sale  of  securities,  the  acquisition  of  foreign 
securities  already  outstanding  and  the  pur¬ 
chase  of  foreign  internal  issues,  both  stocks 
and  bonds. 

Figures  relative  to  capital  movements 
covering  earlier  years  are  taken  from  such 
generally  orthodox  sources  as  the  United 
States  Department  of  Commerce,  the  Com¬ 
mercial  and  Fhmncial  Chronicle,  the  Anna¬ 
list,  and  similar  publications. 

HOW  AMERICAN  CAPITAL 
IS  EMPLOYED  ABROAD 

The  many  ways  in  which  American  capital 
has  been  used  abroad  may  be  illustrated  by 
a  few  striking  examples.  American  funds 
were  an  important  factor  in  the  defeat  of 
the  Central  Powers  during  the  war  and  an 
equally  important  factor  in  their  rehabilita¬ 
tion.  American  money  helped  rebuild 
Japan  after  the  disaster  in  the  fall  of  1923. 
America  has  loaned  money  to  the  Dutch  East 
Indies,  Australia,  Central  America,  Cuba, 
the  West  Indies;  in  South  America  to  the 
governments  of  Argentina,  Brazil,  Chile, 
Bolivia,  Peru  and  Colombia  and  to  provinces 
and  states,  departments,  cities  and  munici¬ 
palities  within  these  countries.  Today  Amer¬ 
ican  dollars  finance  Chilean  nitrate  pro¬ 
ducers,  Venezuelan  oil  companies,  Sao  Paulo 
coffee  growers,  Colombian  tobacco  raisers 
and  Ceara  cotton  planters.  Funds  are  ob¬ 
tained  in  the  United  States  for  Peruvian 
sanitation  projects  and  for  Brazilian,  Chil¬ 
ean  and  Colombian  railroad  construction. 
America  supplies  capital  for  Danish  banks, 
Swedish  industrial  concerns,  Norwegian 
hydro-electric  projects,  Finnish  financial  in¬ 
stitutions,  Czechoslovak  equipment  and  glass 
companies,  Jugoslav  railways,  Italian  public 
utilities,  Spanish  telephone  enterprises,  and 
even  Russian  mining  projects. 

American  capital  has  been  instrumental  in 
stopping  money  panics  in  Japan  and  a  re¬ 
cent  news  dispatch  reports  that  “a  timely 
Japanese  bond  subscription  in  the  United 
States  .  .  .  has  tended  materially  to  reas¬ 
sure  the  (Japanese)  public”;  again,  we  read 
that  “American  funds  will  help  make  a 
French  town  the  foremost  European  port 


for  trans- Atlantic  travel”;  and  likewise  we 
learn  that  the  United  States  War  Depart¬ 
ment  is  accepting  in  payment  for  the  sale 
of  arms  to  one  of  the  two  de  facto  govern¬ 
ments  in  a  Central  American  Republic,  notes 
bearing  interest  at  the  rate  of  6  per  cent  per 
annum,  as  compared  with  a  rate  appreciably 
in  excess  of  that  figure,  at  which  bonds  of 
the  Republic  in  question  are  quoted  in  the 
open  market. 

OFFICIAL  ATTITUDE 
SINCE  1922 

Incidentally,  it  may  be  pointed  out  in  pass¬ 
ing  that  the  recent  policy  of  the  government 
has  given  rise  to  certain  anomalies.  Since 
1922  Washington  has  officially  frowned  on 
the  flotation  in  this  country  of  certain  types 
of  foreign  loans  whenever  in  the  opinion 
of  the  State  Department  the  proceeds  from 
the  sale  of  such  issues  would  raise  artificially 
the  price  of  certain  commodities  to  the 
American  consumer.  This  is  no  doubt  a 
very  laudable  move  on  the  part  of  United 
States  officials.  On  the  other  hand,  there  is 
reason  to  speculate  why  America  stood  idly 
by  when  Brazilian  coffee  was  selling  at  ab¬ 
surdly  low  levels,  throwing  scores  of  Brazil¬ 
ian  coffee  planters  into  bankruptcy.  Has  the 
United  States,  the  most  powerful  nation  on 
earth,  abandoned  the  principle  of  laissez- 
faire?  Although  Lazard  Freres  of  New 
York  could  not  underwrite  a  Brazilian  Coffee 
Loan — which  is,  incidentally,  from  the  stand¬ 
point  of  security  superior  to  all  Brazilian 
loans  which  have  been  accorded  official 
sanction,  including  Santa  Catharina  and 
Ceara,  both  more  or  less  in  default — Lazard 
Brothers  of  London  were  not  prevented  from 
doing  the  business;  and  although  Lee,  Hig- 
ginson  of  New  York  could  not  float  a  Ger¬ 
man  Potash  Loan  in  this  market,  Higginson 
&  Company  of  London,  underwrote  the  issue. 
As  a  result  of  the  “ban”  on  foreign  loans, 
Americans,  who  have  wished  to  buy  loans 
of  this  type,  have  had  to  pay  more  than  they 
would  had  the  loans  been  originally  placed 
in  this  market.  American  bankers  are  pre¬ 
vented  from  underwriting  French  loans  with 
the  result  that  if  a  French  loan  of  substan¬ 
tial  quality  is  underwritten  in  Holland  or 
Switzerland  at  a  liberal  profit  to  the  under¬ 
writer,  and  is  offered  at  an  attractive  price 
to  the  Swiss  or  Dutch  investor,  the  American 
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investor,  who  wishes  to  buy  such  bonds,  is 
obliged  to  pay  more  than  his  continental 
friends.  As  a  consequence  of  the  “ban”  on 
French  loans  in  this  market,  France  has 
within  the  past  several  months  contracted 
loans  abroad  to  the  extent  of  about  $130,- 
000,000.  Taking  into  account  underwriting 
commissions  and  appreciation  in  quotations, 
the  American  banker  and  investor  may 
safely  be  said  to  have  lost  from  $9,000,000 
to  $10,000,000,  because  these  loans  would 
have  come  to  America  had  it  not  been  for 
the  “ban.” 

AMERICAN  INVESTMENTS 
ABROAD,  1915-1922 

As  has  been  pointed  out  above,  foreign 
borrowing  in  the  United  States,  prior  to 
1915,  was  of  relatively  small  importance. 
We  assumed  the  role  of  a  lending  nation  on 


a  large  scale  in  1915,  during  which  year  we 
loaned  a  total  of  $1,275,857,000,  most  of 
which  was  in  behalf  of  foreign  governments. 
Great  Britain  alone  accounting  for  $250,- 
000,000  and  France  for  about  $370,000,000. 

Foreign  loans  contracted  in  the  United 
States  during  1916  aggregated  $1,388,725,- 
000  of  which  Great  Britain  took  $550,000,000 
and  France  about  $200,000,000. 

In  1917,  private  loans  to  foreign  borrow¬ 
ers  were  replaced  by  advances  made  by  the 
United  States  Government  to  the  Allied 
Powers.  Publicly  sold  foreign  issues  during 
1917  aggregated  $651,780,000.  During  1918 
the  amount  was  reduced  to  $520,717,000,  in¬ 
creasing  in  1919  to  $620,016,300,  declining 
again  in  1920  to  $576,322,000,  advancing  in 
1921  to  $625,820,000  and  to  $869,992,000  in 
1922. 


TABLE  I 


FOREIGN  CAPITAL  FLOTATIONS  IN  THE  UNITED  STATES,  1915-1926 


Year 

Foreign 

Foreign 

Canadian 

U.  S.  Possessions 

Total 

Governments 

Corporations 

Govt. 

(incl.  Canadian!!) 

1915  .... 

$1,275,000,000 

$857,000 

$1,275,857,000 

loir,  .... 

1,381,000,000 

7,725,000 

1,388,725,000 

1917  .... 

650,000,000 

1,780,000 

651,780,000 

1918  .... 

520,000,000 

717,000 

520,717,000 

1919  .... 

$514, 

679,000 

$93,637,300 

11,700,000 

620,016,300 

1920  .  . .  . 

...  $291,000,000 

189,400,000 

79,922,000 

16.000,000 

576,322,000 

1921  .... 

406,070,000 

118,750,000 

76,000,000 

25,000,000 

625,820,000 

1922  . . .  . 

422,758,000 

189,427,000 

207,220,000 

50,587,000 

869,992,000 

1923  .... 

271,602,000 

167,518,850 

101,332,914 

8,186,000 

543,639,764 

1924  .  . . . 

791,256,000 

568,599,000 

220,946,000 

8,330,009 

1,589,130,900 

1925  .  . .  . 

.  . .  1,087,254,000 

992,915,650 

116,334,000 

9,015,000 

2,206,018,650 

1926  .  . .  . 

629,719,720 

1,119,933,420 

130,882,122 

11,428,599 

1,891,963,861 

AMERICAN  FOREIGN 
INVESTMENTS  IN  1923 

Details  of  foreign  capital  movements  dur¬ 
ing  1923  are  covered  in  Table  II.  The  total, 
it  will  be  noted,  is  substantially  below  the 
1922  figure.  A  reason  for  the  falling  off  is 
not  difficult  to  find.  The  preceding  year 
brought  a  succession  of  adverse  economic 
and  political  developments  throughout  the 
world,  especially  in  Europe.  Among  other 
things  one  might  mention  civil  war  in  Ire¬ 
land;  strikes  in  Germany,  Denmark,  Italy 
and  South  Africa;  the  seizure  of  power  in 
Italy  by  the  Fascist!  and  the  formation  of  a 
Cabinet  by  Benito  Mussolini  (October  29)  ; 
revolution  in  Albania ;  denial  by  the  Repara¬ 
tion  Commission  of  a  moratorium  to  Ger¬ 


many;  the  Greco-Turkish  war;  the  abolition 
of  the  Sultanate  and  the  end  of  the  Ottoman 
Empire,  and  revolution  in  Greece. 

Outstanding  international  events  in  1923 
include  the  invasion  of  the  Ruhr,  followed 
by  strikes  and  martial  law;  occupation  of 
the  Memel  Region  by  Lithuania;  Turkey’s 
refusal  to  sign  the  Allied  Treaty  at  Laus¬ 
anne  ;  passage  of  the  British  Debt  Refunding 
Bill ;  the  award  of  Vilna  to  Poland ;  the  fixing 
of  Bulgaria’s  reparations;  peasant  revolts 
in  Ukraine  and  Bulgaria;  the  French  re¬ 
fusal  of  the  German  offer  to  pay  the  Allies, 
as  reparations,  30,000,000,000  marks  (gold) 
by  1931  with  the  aid  of  foreign  loans;  gen¬ 
eral  strike  in  Belgium;  food  riots  in  Ger¬ 
many;  the  Reichsbank’s  closing  owing  to 
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shortage  of  money;  the  seizure  of  Corfu  by 
Italy;  the  earthquake  in  Japan;  the  estab- 
ishment  of  a  military  directorate  in  Spain; 
revolution  in  Portugal ;  revolution  in  Greece ; 
France’s  agreement  to  the  forming  of  an 
International  Commission  to  determine  Ger¬ 
many’s  ability  to  pay  reparations  (October 
26)  ;  establishment  of  the  Turkish  Republic ; 
a  general  strike  in  Portugal ;  fall  of  the  Ger¬ 
man  mark  to  4,200,000,000  to  a  dollar 
(November  3) ;  dissolution  of  British  Parlia¬ 
ment;  revolution  in  Mexico.  Two  construc¬ 
tive  events  of  the  year,  which  incidentally 
were  brought  about  through  the  League  of 
Nations,  were  the  approval  of  a  loan  to 
Austria,  and  the  ordered  inquiry  into  Ger¬ 
many’s  financial  crisis. 

In  view  of  the  above  events  it  is  not  sur¬ 


prising  that  the  total  of  foreign  loans  sold 
in  America  during  1923  was  appreciably 
below  those  of  the  preceding  years. 

The  total  of  foreign  loans  placed  in  the 
American  market  during  1923  was  $543,- 
639,764,  of  which  $144,133,366  represented 
refunding  operations,  bringing  America’s 
foreign  investments  at  the  end  of  1923  up 
to  $8,175,000,000,  distributed  as  follows: 


Region  Amount 

Europe  .  $1,300,000,000 

Canada  .  2,500,000,000 

Cuba .  1,360,000,000 

Mexico  .  1,022,000,000 

Central  America  .  148,000,000 

South  America  .  1,230,000,000 

China,  Japan  and  Philippines  . .  .  440,000,000 

Miscellaneous .  176,000,000 


TABLE  11 


DETAILS  OF  FOREIGN  CAPITAL  FLOTATIONS  IN  THE  UNITED  STATES  IN  1923 


Offered  to 

Yield  About  Issue  New  Capital  Refunding 


A. 


Foreign  Governments,  Provinces  and  Municipalities  (exclusive  of  Canadian)  : 


7.00%  Argentine  6s . 

8.00  Austria  7s . 

6.80  Buenos  Aires  (City)  6%s . 

7.20  Chinese  Government  4s . 

5.55  Cuba  5*/4s . 

5.75  Denmark  5%s  . 

6.40  Dutch  East  Indies  5*^s . 

6.89  Finland  6s  . 

Maranhao  8s  (Brazil)  . 

Medellin,  City  of  (Colombia)  8s 

6.30  Norway  6s . 

5.65  Panama  6%s . 

Rumania  4s . 

8.20  Salvador  8s . 

Sergipe  8s  (Brazil)  . 

5.40  Switzerland . 

7.00  Tel- Aviv  6%s . 


$5,000,000 

25,000,000 


252,000 

44,000,000 

10,000,000 

50,000,000 

10,000,000 

1,600,000 


20,000,000 

4,600,000 


6,000,000 

1,000,000 

20,000,000 

350,000 


$50,000,000 
500,666 
’  6,000,666 


2,500,000 


15,000,000 


Total .  $197,602,000 

B.  U.  S.  Possessions  .  $8,186,000 

C.  Canadian  Government,  Provincial  and  Municipal 

issues .  $41,332,914 

D.  P’oreign  Corporations  (excluding  Canadian) : 

Amer.  Congo.  Co.  of  Belg.  (Stock)  .  .  $510,000 

Amer.  &  Fgn.  Pow’er  Co.  (Stock)  . ,  .  38,400,000 

Beattie  Sugar  7%s  .  3,000,000 

Cuyamel  Fruit  Co.  (Stock)  .  2,942,500 

Ermita  Sugar  7%s .  1,200,000 

International  Match  6%s .  15,000,000 

International  Tel.  &  Tel.  (Stock)  ....  3,425,000 

6.75  Italian  Power  6%s .  2,000,000 

Italian  Submarine  Cable  (Stock)  ....  8,567,000 

Mercurbank  (Stock)  .  1,600,000 

6.50  Oriental  Development  6s .  19,900,000 

Violet  Sugar  7s .  679,000 

Warner  Sugar  Co.  7s .  2,000,000 


$74,000,000 


$60,000,000 


4,000,000 


Total  . . 

E.  Canadian  Corporations 


$99,113,500  $  4,000,000 

53,291,984  6,113,366 


Total 


$55,000,000 

25,000,000 

600,000 

252,000 

50,000,000 

10,000,000 

50,000,000 

10,000,000 

1,600,000 

2,600,000 

20,000,000 

4,600,000 

15,000,000 

6,000,000 

1,000,000 

20,000,000 

360,000 


$271,602,000 

$8,186,000 

$101,332,914 

$510,000 

38,400,000 

3,000,000 

2,942,500 

1,200,000 

16,000,000 

3,426,000 

2,000,000 

8,657,000 

1,600,000 

19,900,000 

679,000 

6,000,000 


$103,113,500 

69,405.350 


$543,639,764 


GRAND  TOTAL 


$399,526,398 


$144,113,366 
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EXPORTS  OF  AMERICAN 
CAPITAL  DURING  1924 

The  major  event  of  1924  was  without 
doubt  the  adoption  of  the  so-called  Daw'es 
Plan  (for  which  Sir  Josiah  Stamp,  it  would 
appear,  is  also  entitled  to  some  credit) , 
which  attempted  to  adjust  one  of  the  most 
important  post-war  problems. 

Other  important  events  of  the  year  in¬ 
cluded  revolutions  in  Mexico,  Honduras, 
Cuba,  Brazil,  Greece,  Morocco,  Spain,  and  Es¬ 
tonia.  In  1924,  recognition  was  extended 
to  Russia  by  Great  Britain,  France,  Poland, 
Greece,  Sweden,  Danzig  and  Austria ;  and  in 
the  course  of  the  year,  plans  were  formu¬ 
lated  for  the  financial  reconstruction  of  Hun¬ 
gary  under  the  auspices  of  the  League  of 
Nations.  Other  significant  occurrences  in 
1924  included  a  Labor  Government  in  Great 
Britain;  the  annexation  of  Fiume  by  Italy; 
the  resumption  by  the  United  States  of 
diplomatic  relations  with  Greece;  the  aboli¬ 
tion  of  the  Caliphate  in  Turkey;  the  estab¬ 


lishment  of  a  republican  government  in 
Greece;  the  resumption  of  diplomatic  rela¬ 
tions  between  Panama  and  Colombia;  the 
award  of  Memel  to  Lithuania;  the  evacua¬ 
tion  of  the  Ruhr  by  the  French,  and  the 
successful  flotation  of  an  external  loan  for 
Germany.  On  the  whole,  the  year  proved  a 
rather  constructive  one  for  Europe.  In  con¬ 
sequence,  the  total  of  foreign  loans  sold  and 
placed  in  this  country  reached  the  impres¬ 
sive  figure  of  $1,589,130,900,  of  which  §394,- 
575,445  represented  refunding  operations. 

Our  investment  abroad,  at  the  end  of  the 
1924  calendar  year,  aggregated  §9,368,600,- 
000,  distributed  as  follows: 


Region  Amount 

Europe  .  $1,948,400,000 

Canada .  2,813,900,000 

Cuba .  1,397,700,000 

Mexico  .  1,022,000,000 

Central  America  .  155,600,000 

South  America .  1,358,500,000 

China,  Japan  and  Philippines  ....  485,500,000 

Miscellaneous .  182,000,000 


TABLE  III 

DETAILS  OF  FOREIGN  CAPITAL  FLOTATIONS  IN  THE  UNITED 

STATES  IN  1924 


Offered  to 

Issue 

Par  Value 

Offered 

yield  about 

(including 

Refunding) 

Price 

6.35% 

Argentine  6s,  1958,  Ser.  6 . 

$30,000,000 

95 

5.00 

Argentine  5^43,  1925  . 

10,000,000 

100 '/4 

6.32 

Argentine  63,  1957  . 

40,000,000 

5,000,000 

96'/2 

4.00 

Argentine  4s,  March  1,  1925  . 

100 

3.875 

Argentine  5s,  Feb.  25,  1925  . 

20,000,000 

•  .  • 

7.00 

Belgium  6^3,  1949  . 

Belgium  6s,  1955  . 

30,000,000 

94 

7.00 

50,000,000 

87  '/4 

6.15 

Bergen  6s,  1949  . 

2,000,000 

98 

7.00 

Berlin  7s,  1925  . 

3,000,000 

100 'A 

8.20 

Bogota  8s,  1945  . 

6,000,000 

98 

8.70 

Bolivia  8s . 

5,000,000 

93 

6.85 

Buenos  Aires,  City  6 '/4  s,  1955  . 

Buenos  Aires,  Province  5%s,  1925  .  . 

8,490,000 

2,000,000 

96  Vz 

4.50 

8.60 

Carlsbad  8s,  1954  . 

1,500,000 

94  V4 

7.58 

Chinese  4s,  1931 . 

Christiania  6s,  1954  . 

166,000 

2,000,000 

83 

6.15 

98 

7.00 

Cologne  7s,  1925  . 

2,000,000 

100 

8.30 

Czechoslovak  8s,  1952,  Ser.  B . 

9,250,000 

96  V4 

5.75 

Denmark  5%s,  1925  . 

10,000,000 

2,500,000 

100 

5.50 

Dominican  Republic  5V4s,  1926  .... 

. 

100 

7.23 

Finnish  Associated  Municipalities 

6'^s, 

1954,  Ser.  A . 

3,900,000 

91 

7.23 

Finnish  Associated  Municipalities 

6V4s, 

1954,  Ser.  B . 

3,100,000 

91 

7.53 

France  7s,  1949  . 

100,000,000 

94 

France  Credit  National  6s  of  1922  . 

8,500,000 

•  •  • 

7.70 

German  7s,  1949  . 

110,000,000 

92 

8.17 

Graz  8s,  1954  . 

2,500,000 

98 

8.00 

Greek  7s,  1964  . 

11,000,000 

9,000,000 

88 

8.85 

Hungary  7%s,  1944  . 

87  Vj 

•  •  •  • 

Japan  6 '/4s,  1954  . 

. 

150,000,000 

92  Vj 

6.00 

Jugo-Slavia  7-mos,  6s,  1925  . 

3,000,000 

100 

8.20 

Medellin  8s,  1948  . 

3,000,000 

98 
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TABLE  III:  Foreign  Capital  Flotations  in  U.  S. — 1924  (Continued) 


OITered  to  Issue  Par  Value  Offered 

yield  About  (including  Price 

Refunding) 

6.10  Netherlands  6s,  1954  .  $40,000,000  98^2 

5.50  Newfoundland  5^/iiS,  1944  .  8,500,000  100 

8.80  Nicaragua  5s,  1954  .  100,000  64 

....  Nicaragua  (Coffee  Crop  Financing)  .  2,000,000 

6.22  Norway  6s,  1944' .  25,000,000  97  Va 

8.05  Peru  8s,  1944  .  7,000,000  99>/a 

6.125  Rotterdam  6s,  1964  .  6,000,000  98 

8.80  Salvador  7s,  Series  C .  250,000  80  Va 

5.50  Sweden  5VijS,  1954  .  30,000,000  99  Va 

....  Switzerland  SViss,  1946  .  80,000,000  97  Va 

6.85  Trondhjem  6V^s,  1944  .  2,500,000  96 

....  Uruguay  Treasury  Bills .  2,000,000 

Total  .  $791,256,000 

B.  United  States  Possessions .  8,830,000 

C.  Canadian  Government,  Provincial  and  Municipal  Is¬ 

sues  .  220,945,908 

$1,020,581,908 

1).  Foreign  Corporations  (exclusive  of  Canadian)  : 

7.70  Antilla  Sugar  7%s,  1989,  Series  A .  $6,000,000  98 

....  American  Maracaibo  Co.  (Stuck)  .  7,500,000 

....  American  Engineering  &  Automotive  Prod¬ 
ucts  Corporation  of  France  (Stock)  ....  500,000 

....  American  Hi  Continental  Corp.  (Stock)  ....  10,000,090 

....  Austrian  Credit  Institute  (::50,000  shares)  500,000 

7.00  Andes  Copper  7s,  1943  .  40,000,000  100 

....  Atlantic  Refining  Co.  of  Italy  (Stock)  ....  100,000 

....  Badische  Anilin  Loan  .  1,000,000 

9.82  Bavarian  Mortgage  &.  Exchange  Bank  8s, 

1974  .  240,000  86 

....  Bavarian  Mortgage  Credit  Institute  8s,  1984  6,800,000 

6.75  Cuba  Northern  Rys.  6s,  1966  .  4,500,000  89 

....  Cuba  Telephone  7‘/o  pref.  (Stock)  .......  4,000,000 

7.75  Cuban  Dominican  Sugar  7^s,  1944  _  15,000,000  97 Va 

7.80  Cespedes  Sugar  7  % s,  1989  .  3,000,000  99 

....  Czecho-Slovak  Textile  Industry  Loan  ....  6,000,000 

4.875  Christiania  Tramways  5s,  1926  .  1,400,000  100  V4 

6.00—7.00  Cuba  Northern  Ry.  Equipment  6 V^s,  1982  .  1,680,000  ... 

....  Diesel  Gas  Engine  W’ks  of  Cologne  (Stock)  225,000 

....  Deutsche  Bank  (Stock)  .  10,000,000 

....  Equable  Acceptance  Corp.  (Stock) .  1,000,000 

....  Finland  Export  Credit .  6,000,000 

....  Ford  Motor  Co.  of  Sweden  (Stock)  .  268,000 

....  Ford  Motor  Co.  of  Holland  (Stock)  .  400,000 

....  Ford  Motor  Co.  of  Australia  (Stock)  .  5,000,000 

7.80  French  National  Mail  S.  S.  7s,  1949  .  10,000,000  91 

7.50  Ferrer  Sugar  7V^s,  1989  .  1,500,000  99  Va 

7.85  Great  Consol.  El.  Power  of  Japan  7s,  1944  15,000,000  91  Va 

....  German  Dye  Trust  Loan .  2,500,000 

....  German  Railways  7s  .  10,000,000 

....  German  Potash  Loan  .  6,000,000 

....  Gelsenkirchen  Mining  Loan .  2,500,000 

....  German  Sugar  Loan  7-7  V^s .  4,000,000 

....  Goodrich  (British)  6s,  1927  .  1,125,000 

....  German  Textile  Loan  (Sbohr  and  Elbex-- 

felder-Botany  Mills)  .  1,920,000 

7.00  International  Power  6>^s,  1954  .  4,000,000  98% 

7.15  International  Rys.  of  Central  America  5s, 

1972  .  1,000,000  71 

6.68  Inter.  Rys.  of  Cen.  America  5s,  1972  .  2,500,000  76 

....  Inter.  Match  ($85  par)  Pref.  stk.  (to  refund 

bonds)  .  15,750,000 

6.27  Industrial  Bank  of  Japan  6s,  1927  .  22,000,000  99  V4 

7.50  Industrial  Mortgage  Bank  of  Finland  7s, 

1944  .  12,000,000  95 

....  International  Tel.  &  Tel.  (Spain)  .  2,000,000  ... 

7.18  Krupp,  Fried,  A.  G.  Loan,  1929  .  10,000,000  99% 

....  Lago  Petroleum  (Stock)  .  5,300,000 


$259,708,000 
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TABLE  Ill:  Foreign  Capital  Flotations  in  U.  S. — 1924  (Continued) 


Offered  to  Issue  Par  Value  Offered 

yield  About  (including  Price 

Refunding) 

Total  A,  B,  and  C . ?1, 020, 531, 908 

D.  Foreign  Corporations  (exclusive  of  Canadian) : 

Brought  forward .  259,708,000 

8.00  Lower  Austrian  Hydro-Electric  (5  V'2S,  1944  .  3,000,000  85 

....  Lower  Austrian  Discount  Bank  (Stock)  .  . .  400,000 

....  Montecatini  Co.  (Stock)  .  250,000 

Midi  Railway  Loan .  3,000,000 

....  North  German  Lloyd  Loan .  1,500,000 

7.50  Nord  Railway  GViss,  1950  .  15,000,000  88 

....  National  City  Bank  .  1,500,000 

8.55  Oriente  Sugar  8%  Pref.  Stock .  2,000,000  93*/*^ 

....  Patino  Mines  Enterprises  Cons .  30,000,000 

7.60  Paris-Orleans  7s .  10,000,000  92% 

....  Pantepec  Petroleum  (Stock)  .  3,000,000 

7.55  Paris-Lyons-Mediterranean  Ry,  7s,  1958  ..  20,000,000  93 ‘A 

5.25  Paris-Lyons-Mediterranean  Ry.  5 Us,  1925  .  2,200,000  100 

....  Pine  Products  Co.  (Stock)  .  500,000 

....  Chile  (Purchase  of  Nitrate  Lands)  .  3,500,000 

....  Rhine-Maine-Danube  8s .  2,500,000 

....  Ruhr  Coal  Syndicate  Credit .  2,500,000 

....  Rhenish- Westfalian  Coal  Syndic .  5,000,000 

....  Sociedad  Esp.  de  Ind.  y  Trac.  Elec .  12,500,000 

G.05  Solvay  Co.  6s,  1934  .  10,000,000  991/2 

....  Serbo-American  Iron  Foundry  &  Mach.  Co. 

“Jug”  .  50,000 

....  Tidewater  Lumber  Co.  (Stock)  .  GOO, 000 


United  Coffee  Mills  &,  Wrhse.  Co.  of 


Guatemala  .  300,000 

G.OO  U.  S.  &  Foreign  Corp.  6Vt  Pref.  Stock  ....  25,000,000  100 

....  U.  S.  &  Foreign  Corp.  6%  Sec.  Pref.  Stock  5,000,000  .  .  . 

....  Verde  Estates,  Ltd .  350,000 

....  Venezuela  Petroleum  (Stock)  .  1,202,000  ... 

....  Venezuela  Gulf  Oil .  50,000 

Total  .  420,610,000 

E.  Canadian  Corporations .  147,989,000 

GRAND  TOTAL . $1,589,130,908 


AMERICAN  CAPITAL 
ABROAD  DURING  1925 

Improvement  on  the  European  continent 
continued  during  1925  and  a  new  record  of 
foreign  financing  effected  in  the  American 
market  was  established.  Space  prohibits  an 
array  of  all  the  important  events  of  the 
year.  The  signing  of  the  Locarno  Pact  and 
the  funding  of  the  Belgian  and  the  Italian 
debts  to  the  United  States  were  two  con¬ 
structive  ventures  which  should  be  men¬ 
tioned.  Opposed  to  these  there  were  revo¬ 
lutions  in  Portugal,  Albania,  Honduras  and 
Ecuador  (generally  annual  affairs)  ;  the 
closing  by  Mussolini  of  all  opposition  po¬ 
litical  clubs  in  Italy ;  the  resumption  of  diplo¬ 
matic  relations  between  Russia  and  Japan; 
the  ratification  by  the  United  States  Senate 
of  a  trade  treaty  with  Germany ;  an  attempt 
to  overthrow  the  Colombian  Government; 
bomb  outrages  and  proclamation  of  martial 
law  in  Bulgaria;  the  election  of  Marshal 
Hindenburg  as  President  of  Germany;  the 


return  to  the  gold  standard  by  Great  Britain, 
Australia,  New  Zealand,  South  Africa,  Hol¬ 
land  and  the  Dutch  East  Indies ;  civil  wars  in 
China;  and  uprisings  in  Chile  and  Bolivia. 

The  total  of  foreign  financing  effected  in 
the  United  States  during  1925  reached  $2,- 
482,152,050,  of  which  $276,133,400  repre¬ 
sented  refunding  operations,  leaving  a  net 
balance  of  $2,206,018,650. 

America’s  foreign  investment  at  the  end 
of  1925  had  increased  to  $11,535,100,000, 
or  a  gain  of  about  22  per  cent  over  the  pre¬ 
ceding  year.  The  distribution  of  the.se  in¬ 
vestments  was  as  follows : 


Region  Amount 

Europe  .  $3,361,000,000 

Canada .  3,134,500,000 

Cuba .  1,448,500,000 

Mexico  .  1,048,100,000 

Central  America  .  168,600,000 

South  America .  1,525,100,000 

China,  Japan  and  Philippines  ....  056,700,000 

Miscellaneous .  192,600,000 


America,  The  World’s  Banker 


64 


TABLE  IV 


DETAILS  OF  FOREIGN  CAPITAL  FLOTATIONS  IN  THE  UNITED  STATES  IN  1925 


Offered 

Yield  Issue  Price  Amount  Refunding 

A.  Foreign  Governments,  Provinces  and  Municipalities  (exclusive  of  German,  Latin  American  and 
Canadian) : 


5.03  Australia  53,  1955 .  99^2 

7.15  Belgium  7s,  1955 . . .  98 

.  . .  .  Belgium  (credit)  .  ... 

.  . .  .  Belgium  (credit)  .  ... 


....  China  4s  (Fes  500,000)  .  ... 

8.00  Czechoslovakia  7V^s,  1945, .  9G 

.  . . .  Czechoslovak  (credit)  .  ... 

5.60  Danish  Cons.  Mun.  5V^s,  1955  .  98  Va 

5.00  Denmark  (credit)  .  ... 

5.53  Denmark  5 V^s,  1955  .  99Va 

. . . .  Finland  (credit) . 

7.45  Finland  7s,  1950  .  94 

.  . .  .  French  4%  Exchange  Gtd.  Loan  of  1925  100 

8.17  Graz  8s,  1955  .  98 

.  . .  .  Great  Britain  (credit)  .  ... 

8.67  Hungarian  Cons.  Mun.  7%s,  1945  ....  89 

.  .  Italy  (credit)  .  ... 

7.48  Italy  7s,  1961  . 94  Vi 

6.00  Jugo-Slavia  6s,  1926  .  100 

5.70  Norway  5Vis,  1965  .  96% 

....  Norweg’  .n  6  mos.  Kroner  Treasury 

4%s  .  100 

5.80  Oslo  Internal  5 Vis,  1945  .  96 Vi 

6.10  Oslo  6s,  1955  .  99  Vi 

8.53  Poland  Ss,  1950  .  95 


4.50  Poland  (credit)  .  ... 

....  Poland  (Int.  Match  credit)  .  ... 

.  . . .  Poland  (Ulen  &  Co.  credit)  .  ... 

....  Poznan  Communal  Association .  ... 

....  Russian  Soviet  (cotton  credit)  .  ... 

....  Russian  Soviet  (Agric.  Mach,  credit)  . .  ... 

....  Russian  Soviet  (Textile  Syn.  credit) 

....  Russian  Soviet  (Misc.  credits)  .  ... 

7.75  Upper  Austria  7s,  1945  .  92  Vi 


$75,000,000 

50,000,000 

26,000,000 

25,000,000 

1,500,000 

89,000 

25,000,000 

3,000,000 

7,000,000 

40,000,000 

26,600,000* 

15,000,000 

10,000,000 

45,000 

2,600,000 

300,000,000 

10,000,000 

50,000,000 

100,000,000 

3,000,000 

30,000,000 

30,000,000 

2,132,000 

8,000,000 

35,000,000 

10,000,000 

3,000,000 

10,000,000 

5,000,000 

30,000,000 

2,500,000 

10,000,000 

6,000,000 

5,000,000 


$25,000,000 


3,000,000 

18,000,000 


B.  United 

Total . 

States  Territorial  Possessions  . 

$955,266,000 

$9,015,000 

C.  Canadian  Government,  Provincial  and  Municipal 

Issues 

$216,109,000 

D.  German  State  and  Municipal  Issues: 

....  Barmen  (M  10,000,000)  . 

$2,380,000 

6.5-7.63 

Bavaria  6 Vis,  1926-45  . 

88  Vi-100 

15,000,000 

7.50 

Berlin  6 Vis,  1950  . 

89 

15,000,000 

7.625 

Bremen  7s,  1935  . 

95% 

7,600,000 

5.98 

Bremen  6s,  1925  . 

99% 

5,000,000 

•  •  •  • 

Cassei  (M  7,000,000)  . 

•  .  • 

1,666,000 

•  •  •  • 

Coblenz  (M  800,000)  . 

•  •  • 

200,000 

7.625 

Cologne  6 Vis,  1950  . 

87  Vi 

8,000,000 

7.60 

Dresden  7s,  1945  . 

94 

5,000,000 

7.65-7.00 

Duisburg  7s,  1926-1945  . 

93%-100 

3,000,000 

7.6-7.0 

Diisseldorf  7s,  1926-1945  . 

93%-100 

1,750,000 

•  •  •  • 

Elberfeld  (M  6,500,000)  . 

•  •  • 

1,521,000 

7.60-6.50 

Frankfort-on-Main  7s,  1926-45  . 

94-100% 

4,000,000 

7.65 

Heidelberg  7 Vis,  1950  . 

Hessen  Municipal  Bank  7s,  1926-45  . . 

98  Vi 

1,600,000 

6.65-7.00 

93%-100 

3,600,000 

•  •  •  • 

Miinchen-Gladbach  (M  6,500,000)  . .  . 

•  •  • 

1,547,000 

7.65-7.00 

Munich  7s,  1926-1945  . 

93Vi-100 

8,700,000 

•  •  •  • 

Oberhausen  . 

•  •  • 

760,000 

7.60-6.50 

Oldenburg  7s,  1926-1945  . 

93%-lOOVi  3,000,000 

7.65 

Saarbriicken  7s,  1935  . 

96 

3,000,000 

7.68 

Saar  Counties  ?s,  1935  . 

97 

4.000.000 

6.50-7.60 

Wiirttemberg  Municipalities . 

93.90-100.48  8,400,000 

$46,000,000 


$99,776,000 


$3,000,000 

5,000,000 


2,000,000 


Total 


$104,514,000  $10,000,000 


Balance  of  issue  of  $30,000,000  sold  abroad. 
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TABLE  IV:  Foreign  Capital  Flotations  in  U.  S. — 1925  (Continued) 


Yield  Issue  Offered 

Price  Amount 

E.  Latin  American  Government,  State  and  Municipal  Issues; 

8.01  Antioquia  7s,  1945  .  90  $3,000,000 

6.25  Argentine  6s,  1959  .  96  45,000,000 

6.25  Argentine  6s,  1959  _ ’ .  96%  29,700,000 

4.25  Argentine  4 %s  (6  months’ notes)  ....  100  25,000,000 

8.12  Barranquilla  8s,  1935-40  (“A”  and  “B”)  100  1,000,000 

5.25  Buenos  Aires  Prov.  5%s,  1926  .  100  3,600,000 

5.25  Buenos  Aires  Prov.  5%s,  1926  .  100  2,000,000 

....  Callao  (Peru)  .  ...  2,000,000 

....  Chile  (credit)  .  ...  4,500,000 

7.50  Cordoba  7s,  1942  .  95  5,943,000 

8.15  Costa  Rica  5s,  1958  (£300,000) .  68  1,500,000 

_  Haiti  .  1,743,000 

....  Montevido  Port  Works  6s,  1926  .  ...  1,000,000 

7.75  Peru  7 %s,  1940  .  97%  7,500,000 

7.40  Santa  Fe  7s,  1942  .  96  10,188,000 

_  Santos  10y2S,  1927  .  1,700,000 

8.15  Sao  Paulo  8s,  1950  .  99%  15,000,000 

Total  .  $160,374,000 


Refunding 


$20,000,000 

29,700,000 

25,000,000 


1,600,000 


$76,300,000 


F.  Foreign  Corporations  (exclusive  of  German,  Latin  American  and  Canadian) : 


. . .  .  A.  E.  G.  “Union”  of  Austria  (credit)  .  ...  $750,000 

7.80  Alpine  Montan  7s,  1955  .  91  5,000,000 

.  . .  .  American  Utilities  Co . .  ...  26,000,000 

.  . .  .  American  Minerals  Corp.*  .  ...  10,000,000 

. . .  .  Anglo-American  Bank  of  Greece  ....  ...  600,000 

4.50  Anglo-American  Oil  4%s,  1926  .  100  8,000,000 

.  . .  .  Austin  Motors  .  ...  5,000,0001 

. . .  .  Austrian  Creditanstalt  (shares)  .  ...  300,000 

.  . .  .  Bank  of  America  and  Italy  (shares)  . .  ...  3,000,000 

.  . .  .  Banque  Generale  Beige  (25,000  shares)  . . .  150,000 

. . . .  Belgo  American  Investment  Trust  ....  ...  1,687,500 

. . .  .  Benigno  Crespi  5s,  1930-55  (25,000,000 

lire)  .  96  997,400 

....  Bradford  Dyers,  Calico,  J.  P.  Coats, 

Dunlop  Rubber  .  ...  7,500,000 

. . . .  British  American  Finance  Corp .  ...  1,000,000 

7.90  Brunner  Turbine  7%s,  1955  .  95%  4,000,000 

6.50  Burmeister  &  Wain  6s,  1940  .  95%  2,000,000 

. . .  .  Consolidated  Mines  Selection  Co .  ...  1,250,000 

....  Coty’s  (shares)  .  37  1,850,000 

....  Courtauld’s,  Ltd.  (shares)  .  ...  6,000,000 

6.00  Copenhagen  Telephone  6s,  1950  .  99%  2,000,000 

....  Creditul  Minier  (shares)  .  ...  400,000 

5.00  Cunard  Steamship  5s,  1927  .  100  7,500,000 

6.05  Danish  Mortgage  Bank  6s,  1970  .  99  5,000,000 

....  Dutch  American  Rubber  (shares)  ....  40  200,000 

8.10  Est  Railway  7s,  1954  .  92  20,000,000 

....  European  Bank  Shares .  ...  6,032,000 

.  . .  .  European  Mortgage  &  Investment  7%s  . . .  2,400,000 

....  Ford  Manufacturing  Co.  of  Australia  . .  ...  7,500,000 

....  Ford  Mot.  of  Australia  Proprietary,  Ltd.  . . .  7,500,000 

....  Foundation  Co.  (10,000  shares)  .  125  1,250,000 

....  Foundation  Co.  (foreign)  .  ...  5,550,000 

....  General  Austrian  Credit  Bank  10 %s, 

1950  .  84  3,000,000 

6.60  Gen.  Mtge.  Bank  of  Palestine  6%s,  1945  100  500,000 

....  Georgia  Manganese  Corp .  ...  4,000,000 

....  Grangesberg  Corp.  7s .  ...  7,000,000 

....  Grangesberg  Corp.,  Swedish  Match  Com¬ 
pany  (stock)  .  ...  14,713,000 

7.76  Great  Consolidated  El.  6% s,  1950  -  86  13,500,000 

....  Haiku  Fruit  7  %  Pfd .  25  760,000 

....  Hofherr,  Schrantz,  Shuttleworth .  ...  2,000,000 

....  Hufvudstaden  Real  Estate  Co . (  ...  18,227,000 

....  Realty  Company  (Germany)  . ) 

....  Hungarian  Commercial  Bank .  ...  750,000 

....  Hungarian  Credit  Institution .  ...  1,000,000 

7.10  International  Match  Pfd .  45  20,250,000 

7.00  International  Power  Securities  6%s, 

1966  .  93%  10,000,000 


$8,000,000 


2,000,000 


*  Formed  with  capital  of  $26,000,000,  in  conjunction  with  European  financiers  to  acquire  the  Ural  Plati¬ 
num  Mines;  above  figure  represents  extent  of  American  participation,  f  Represents  cost  of  acquisition  of 
British  Company  by  General  Motors. 
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TABLE  IV:  Foreign  Capital  Flotations  in  U.  S. — 1925  (Continued) 


\  itld  Issue  Offered 

Price  Amount 

6.58  International  Tel.  &  Tel.  5^s,  1945  ..  yy  $25,000,000 

....  International  Tel.  Tel.  tstock) .  ...  21,713,900 

....  Katanga  Copper  Co.,  liwana  M’Kugwa 

Copper  Co.  (shares)  .  ...  3,000,000 

....  Jurgens,  Anton  (ordinary  shares)  ....  ...  1,250,000 

....  Lena  Goldfields  Concessions .  ...  4,006,250 

....  N.  Eitingon  Co.  (Poland)'  6s,  1934  ...  ...  4,000,000 

....  Nickel  iuines  of  Laryma  (Greece)  ...  ...  3,250,000 

....  Norwegian  Nitrogen  6s,  1935  .  103  1,800,000 

....  Place  Vendome  No.  16  (pur.  of  prop.)  . . .  1,000,000 

.  . .  .  Khodesian  Congo  Border  Cone,  (shares)  13%  570,000 

8.00  Itima  Steel  7s,  1955  .  88  3,000,000 

....  Russian  American  Translantic  Co .  ...  6,000,000 

....  Salgo-Tarjan  Coal  Co.  (shares)  .  ...  400,000 

5.125  Sauda  Falls  5s,  1955  .  98  4,000,000 

....  Snia  Viscosa  (600,000  shares)  .  16  9,600,000 

....  Societ.  laoelettrica,  (Italy;  .  ...  5,000,000 

....  Sulgrave  Manor .  ...  100,000 

....  Swed.  Amer.  Invest.  Trust  6^%  Pref.  99  15,000,000 

. . .  .  Sw'iss  Real  Estate  Mortgage .  ...  3,474,000 

. . .  .  Tanganyika  Diamond  Co .  ...  2,250,000 

.  . .  .  Telogoredjo  United  Plantation  (shares)  . . .  625,000 

.  . .  .  Thomson-Houston  (540,000  shares)  .  .  ...  6,480,000 

7.80  Toho  Electric  7s,  1955  .  90 15,000,000 

6.40  Tokyo  Electric  6s,  1928  . .  98%  24,000,000 

. . .  .  Turin  Gas  Co .  ...  5,000,000* 

7.80  Tyrol  Hydro-Electric  7  % s,  1925  .  96%  3,000,000 

7.90  Ujigawa  Electric  7s,  1945  .  91  14,000,000 

.  . .  .  United  Incandescent  Lamp  (shares)  . .  ...  375,000 

4.90  Vatican  (credit)  .  ...  1,500,000 

.  . .  .  Wardman-Smith  Hotel  (London) .  ...  2,000,000 

. . .  .  Westinghouse  (Norway)  .  ...  800,000 


Refunding 

3,501,600 


Total  .  $431,301,050 

G.  Canadian  Corporations .  $215,829,500 

11.  German  Corporation  Issues: 

7.35  August  Thyssen  7s,  1930  .  98%  $12,000,000 

....  Badische  Anilin  1-year  notes .  ...  1,000,000 

7.52  Central  Bank  of  Agriculture  7s,  1950  .  93  19,000,000 

....  Communal  Electric  10s,  1945  (M  200,- 

000)  90  50,000 

....  Deutsche  Kaliwerke  £750,000)  3-yr. 

notes  .  ...  3,750,000 

....  Deutsch  Luxemburg  (shares) .  ...  2,500,000 

....  Disconto  Gesellschaft  (shares)  .  36  3,000,000 

7.67  Electric  Power  6%s,  1950  .  87  5,000,000 

7.68  Electric  Power  6  %s,  1950  .  87  2,500,000 

....  Ford  Motor  Co.  (Berlin  M  5,000,000)  .  ...  1,190,000 

7.00  Gelsenkirchen,  Deutsch  Luxemburg,  Bo¬ 
chum  1-yr.  7s,  1926  .  100  6,000,000 

....  German  Atlantic  Cable  (650,000  shares)  . . .  3,570,000 

....  German  Atlantic  Cable  7s,  1945  .  94  4,000,000 

7.70  German  General  Electric  7s,  1945  ....  93%  10,000,000 

7.16  German  General  Electric  6%s,  1940  ..  94  10,000,000 

....  German  Water  Power  Bank .  ...  5,000,000 

8.00  Good  Hope  Iron  &  Steel  7s,  1945  .  91  7,500,000 

6.5-0.61  Hamburg  American  Line  6%s,  1928-40  99-100  6,500,000 

7.65  Hamburg  Electric  7s,  1935  .  95%  4,000,000 

....  Hamburger  Chemical  Works .  ...  100,000 

....  Intercontinental  Mortgage  Co .  ...  100,000 

9.00  Kaliindustrie  A.  G.  9-mos.  Notes .  ...  2,000,000 

7.73  Karstadt,  Rudolf  7s,  1930  .  97  3,000,000 

....  Koln-Rottweil  (shares)  .  ...  937,500 

....  Leonhard  Tietz  1-year  notes .  ...  1,000,000 

....  Libby  Owens  (Gelsenkirchen)  .  ...  2,000,000 

....  Metals  Coating  Co.f  .  ...  2,800,000 

....  Nobel  A.  G.  (shares)  .  ...  1,787,000 

....  Otto  Wolff  Trust .  ...  3,000,000 

....  Prussian  Central  Mtge.  8s  (M5, 500, 000)  84%  1,375,000 

7.35  Rhine-Maine-Danube  7s,  1950  .  96  6,000,000 

....  Rhine  Steel  Works  7s,  1928  .  ...  10,000,000 

7.53  Rhine-Westf alia  Electric  7s,  1950  ....  94  10,000,000 


$13,501,600 

$16,500,000 


♦.■\gainst  this  credit  advanced  in  1925,  an  issue  of  bonds  of  same  amount  was  offered  in  the  United 
States  for  public  subscription  in  1926. 

fFormed  to  acquire  Metallisator  A.  G. 
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TABLE  IV:  Foreign  Capital  Flotations  in  U.  S. — 1925  (Continued) 


Yield  Issue 

7.80  Saxon  Public  Works  7s,  1945  . 

7.37  Siemens-Halske  7s,  1928  . 

7.64  Siemens-Halske  7s,  1935  . 

8.25  Ufa  (Universurn  Film,  M  15,000,000) 

7.50  Viag  (United  Industrial)  6s,  1945  . . . 

....  Von  Giesche  Heirs  (M  8,000,000)  .... 
....  Von  Giesche  Heirs  (M  42,000,000)  . . . 
7.62  Westfalia  United  Elec.  6^4s,  1950  ... 
....  Wilhemsburg  Smelting  Works* . 

Total  . 

I.  Latin  American  Corporation  Issues: 

6.00  Andian  National  Corp.  6s,  1940  . 

7.00  Anglo  Chilean  Consol,  Nitrate  7s,  1945 

....  Bolivia  Lead  Co . 

8.00  Bolivian  Power  8s,  1945  . 

7.00  Caracas  Sugar  7  %  pfd . 

....  Caracas  Sugar  (common)  . 

6.70  Chilean  Mortgage  Bank  6%s,  1957  .  .. 
....  Colombia  Syndicate  (100,000  shares)  . 

6.20  Cuba  Co.  6s,  1935  . 

....  Cuyamel  Fruit  (shares)  . 

6.10  Cuyamel  Fruit  6s,  1940  . 

....  Deforest  Phonofilm  of  Mexico  and  Cuba 

....  Fabulosa  Tin  Co . 

....  Foreign  Petroleum  Corp . 

....  Guatemala  (Bank  credit)  . 

....  Havana  Electric  &  Securities . 

....  Havana  Miramar . 

....  Hershey  Chocolate . 

6.50  International  Rys.  of  Central  America 

6s,  1972  . 

6.50  International  Rys  of  Central  America 

6s,  1972  . 

....  Lago  Petroleum  (shares)  . 

....  Latin  Union  Petroleum  (3o . 

....  Matamoros-Laredo-Nogales  Highway  . . 

....  Mexico-Pacific  Railway . 

....  Mexican  Eagle  Oil  (shares)  . 

....  Nuestra  Senora  del  Carmen  Central  . . 

8.00  Oriente  Sugar  8%  pfd . 

....  Panama  Mortgage  Bank  6s . 

....  Peruvian  Oilfields  Corp . . . 

6.34  Punta  Aleg^re  Sugar  6s,  1927  . 

....  Santa  Gertrudis  Gold  &  Silver . 

....  Valdivia  Iron  &  Industrial  Co . 

....  Venezuelan  Oil  Syndicate . . 

....  Venezuelan  Gold  Mining  &  Dredging  .  . 
....  Vera-Cruz-Mexico  City  Railway . 


Offered 


Price 

Amount 

92 

$15,000,000 

99 

4,250,000 

96% 

4,250,000 

3,570,000 

‘84% 

6,000,000 

2,000,000 

10,000,000 

*87% 

7,500,000 

100,000 

$203,329,500 

100 

$10,000,000 

100 

16,500,000 

•  •  • 

2,000,000 

100 

i,ooo.ooot 

100 

2,000,000 

10 

500,000 

97% 

20,000,000 

1 

1,000,000 

98% 

10,000,000 

2,425,000 

'99 

5,000,000 

2,000,000 

2,979,500 

5,000,000 

1,500,000 

21,000,000 

2,000,000 

20,000,000 

78% 

1,250,000 

79% 

1,600,000 

7,900,000 

1,000,000 

15,000,000 

5,000,000 

375,000 

2,000,000 

ioo 

1,350,000 

100% 

1,000,000 

2,100,000 

’  99  % 

2,000,000 

1,600,000 

3,285,000 

12,000,000 

1,000,000 

3,250,000 

Total  . 

Grand  Total 


$186,514,000 

$2,482,152,050 


Refunding 


2,975,000 


9,731,800 


1,350,000 


$14,056,800 

$276,133,400 


INVESTING  ABROAD 
DURING  1926 

Although  the  volume  of  publicly  offered 
loans  during  1926  increased  over  1925, 
the  total  of  foreign  financing  fell  off  some¬ 
what,  probably  because  of  the  existence  of 
more  stable  conditions  in  Europe,  which  led 
to  the  belief  that  possibilities  for  acquiring 
equities  would  not  turn  out  relatively  more 
profitably  than  seems  to  have  been  the  case 
during  the  preceding  years.  The  writer 
does  not  subscribe  to  this  interpretation, 


but  holds  to  the  view  that  favorable  events 
in  Europe  and  throughout  the  world  in  gen¬ 
eral  during  the  year  were  to  an  appreciable 
extent  neutralized  by  numerous  adverse  de¬ 
velopments,  with  the  result  that  the  num¬ 
ber  of  foreign  loans  sold  to  Americans, 
while  still  very  large,  was  somewhat  below 
that  of  the  previous  year.  Among  the  im¬ 
portant  events  of  the  year  may  be  included 
the  approval  by  Mexico  of  the  anti-foreign 
Land  and  Petroleum  Laws;  dictatorship  in 
Greece;  a  communist  plot  in  Jugoslavia; 
wholesale  resignations  of  cabinets  in  Europe; 


*  One-half  interest  acquired  by  National  Lead 
tRepresents  American  portion  of  $1,600,000,  the  balance  having  been  taken  in  Canada. 
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the  strike  in  England ;  riots  in  India ;  an  up¬ 
rising  in  Poland;  revolutions  in  Nicaragua 
and  Portugal;  the  overthrow  of  the  Greek 
Government;  and  declaration  of  martial 
law  in  Spain.  Currency  stabilization  in 
Belgium;  the  going  into  effect  of  the  Lo¬ 
carno  Treaties;  the  consummation  of  the 
European  iron  and  steel  trust ;  the  decision 
to  lift  the  Inter-Allied  control  of  Germany; 
and  Germany’s  admission  to  the  League  oi 
Nations  are  among  the  outstanding  con¬ 
structive  developments  of  the  year. 


Foreign  financing  affected  during  1926 
reached  a  total  of  over  $1,892,000,000, 
bringing  America’s  investments  abroad  up 
to  $12,855,000,000,  distributed  as  follows: 


Region  Amount 

Europe .  $3,596,700,000 

Canada .  3,557,600,000 

Cuba  .  1,508,700,000 

Mexico  . 1,074,600,000 

Central  America  .  205,200,000 

South  America  .  1,973,300,000 

China,  Japan  and  Philippiius  713,500,000 

Miscellaneous  .  225,000,000 


TABLE  V 

DETAILS  OF  FOREIGN  CAPITAL  FLOTATIONS  IN  THE  UNITED  STATES  IN  1926 

Refunding 


Yield 

Issue 

Amount 

Offered  at 

Europe: 

A.  Germany: 

(1)  States  and  Municipalities: 

6.00-7.60  Anhalt,  Free  State  of  7s,  1926-46  .... 

$2,000,000 

93%-l00 

7.60 

Baden  Municipal  7s,  1951 . 

4,500,000 

93 

7.20 

Bavaria  6s,  1946  . 

10,000,000 

10,000,000 

92% 

•  «  •  • 

Bavaria  6-months  Treasury  Notes  .... 

7.50-7.65 

Bavarian  Palatinate  Cities  7s,  1927-45 

3,800,000 

93%-lOOV^ 

7.90 

Berlin  Inter.  6s,  1948  (Rm.  10,000,000) 

2,380,950 

2,000,000 

75 

6.00 

Chemnitz  5%s,  1927  . 

99% 

7.50 

German  Cons.  Municipal  7s,  1947  . 

15,000,000 

94% 

7.20 

German  Cons.  Municipal  7s,  1947  .... 

8,000,000 

98 

5.75 

Hamburg  5V^s,  1927  . . . 

Hamburg  6s,  1946  . 

5,000,000 

99% 

6.75 

10,000,000 

91% 

6.00 

Hanover  5Vis,  1927  . 

2,000,000 

99% 

7.50 

Leipzig  7s,  1947  . 

5,000,000 

94% 

•  •  •  • 

Manheim  7s  of  1926  . 

2,250,000 

•  •  •  • 

•  •  •  • 

Pforzheim  7s  of  1926  (a)  . 

416,000 

•  •  •  • 

6.92 

Prussia  6%s,  1951  . 

Wald,  City  of . 

17,500,000(5) 

95 

•  •  •  • 

173,800 

•  •  •  • 

•  •  •  • 

Wiirtemberg  6%  %  Treasury  Notes  . . . 

1,190,000  (c) 

•  •  •  • 

.... 

Wurzburg  7s,  1951 . 

1,250,000 

87% 

$5,000,000 


Total  . 

(2)  Corporations: 

Allgemeine  Deutsche  Credit  Anstalt 

(shares)  . 

Ambi-Budd  Presswerke  G.m.b.H . 

Association  of  German  Mtge.  Banks 

(Rm.  900,000  shares)  . 

Association  of  German  Mtge.  Banks 

8s  (Rm.  10,800,000)  . 

Barmer  Bankverein  (Rm.  4,200,000 


$102,460,750 

$470,000  (d) 
875,000(c) 

2,142,855 

2,571,430 


$5,000,000 


$235.15 


shares  of  Rm.  100  par)  . 

1,000,000 

18.87% 

Basalt  Corp.  (Rm.  2,500,000) . 

595,025 

•  •  •  « 

’7.26 

Bavarian  American  Co . 

Bavarian  Roman  Catholic  Church  6%s, 

500,000(/) 

.... 

7.75 

1946  . 

Bavarian  Mtge.  &  Exchange  Bank 

5,000,000 

93% 

(shares)  . 

1,440,000  (p) 

$24 

7.00 

Berlin  City  Electric  6s,  1928-29  . 

3,000,000 

98V2-99 

6.65 

Berlin  City  Electric  6%s,  1951 . 

20,000,000 

98 

‘6.95 

Berlin  City  Electric  Co.  (credit) . 

Berlin  Elevated  &  Underground  Ry. 

2,500,000 

.... 

6%s,  1956  . 

Bosch  Robert  A.  G . 

12,000,000(5) 

94% 

«  .  .  . 

1,000,000  (i) 

.... 

Colditz  Steingut  Corp.  7s,  1936  . 

400,000 

Commercial  Investment  Corp.  A.  G.  . . 

297,500  (;•) 

.... 

$2,500,000 


(a)  Issue  is  redeemable  by  l%9'o  annual  sinking  fund.  (5)  Of  total  issue  of  $20,000,000,  $2,500,000 
withdrawn  for  sale  abroad,  (c)  American  portion  of  Rm. 5,000,000  of  total  issue  of  Rm.20,000,000. 

(d)  Represents  cost  of  Rm  2,000,000  shares  sold  at  $235.15  per  Rm  1,000.  (e)  Represents  49%  in¬ 

terest  in  German  Co.  acquired  by  American  interests.  (/)  Represents  American  share  in  company  organized 
to  extend  credit  to  Bavarian  industry,  (g)  Represents  cost  of  Rm  6,000,000  shares  sold  at  $24  per  Rm  100. 
(h)  Of  total  issue  of  $15,000,000,  $3,000,000  was  withdrawn  for  sale  abroad,  (i)  Estimated  amount  pur¬ 
chased  by  American  interests.  (;)  Repre.sents  25%  fully  paid  up  capital  of  German  Co.  taken  by  American 
concern. 
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TABLE  V:  Foreign  Capital  Flotations  in  U.  S. — 1926  (Continued) 


Yield  Issue 

....  Commercial  Investment  Trust  of  Ger¬ 
many  (g)  . 

....  Darmstadter  &  National  Bank  (shares) 

....  Deutsche  Bank  (Rm. 2, 000, 000  @  $30 

per  Rm.lOO)  . 

....  Disconto  Gesellschaft  (Rm. 10,000,000) 

0.85  Dresdner  Bank  (Rm.4,000,000  Am. 

shares  @  Rm.400)  . 

....  European  Shares  (100,000  shares  @ 

$50 — paid  $20)  . 

....  Ford  Motor  Sales  Agency,  Berlin  .... 

....  German  Credit  &  Investment  Co.  1st 

pfd.  $7  stock  (100,000  shares  plus 

common  as  bonus)  . 

....  German  Credit  &  Investment  Co.  2nd 

pfd.  $6  (20,000  shares) . 

....  German  Ry.  C!o.  1%  pfd.  (shares)  . .  . 
7.125  German  Roman  Catholic  Church  Wel¬ 
fare  Inst.  7s.  1946  . 

....  German  Textile  Co.  (Methner  & 

Frahne)  7s,  1941 . 

7.80  Good  Hope  Steel  7s,  1945  . 

....  Housing,  Realty  &  Improvement  Co.  of 

Germany  7s,  1946  . 

7.65  Ilseder  Steel  7s,  1946  . 

....  International  Harvester  (Berlin) . 

....  Internationale  Masehinenbau  A.  G. 

(Rm.600,000)  . 

7.20  Leipzig-Overland  Power  6s,  1946  . 

....  Mannesmann  Tube  Co . 

....  Mannesmann  Tube  Co.  (Rm.l, 000,000 

shares  at  125%)  . 

7.40  Mannheim  &  Palatinate  Elec.  Cos.  7s, 

1941  . 

....  Mansfeld  (45,000  shares  11)  . 

7.75  Mansfeld  Mining  &  Smelting  7s,  1941 

....  Mansfeld  Mining  Co.  (credit)  . 

....  Miag  (30,000  shares  (ffi  26.65)  . 

7.65  Miag  1st  7s.  1956  . 

7.25  Oberpfalz  Electric  Power  7s,  1946  . . . 
....  Phoebuf!  Film  A.  G,  (Stock  acquired  by 

American  interests)  . 

7.19  Protestant  Church  in  Germany  7s,  1946 

....  Prussian  Mtge.  Bank  7s  . 

....  Reichsbank  (Rm.l,000,000@Rm. 1,000) 

....  Rhine-Elbe  Union  (shares — 250,000  (q) 

89%)  . 

....  Rhine-Elbe  Union  7s.  1946  . 

....  Rhine  Westphalia  Elec.  Power  Corp. 

(shares)  . 

7.53  Rhine  Westphalia  Elec.  Power  Corp. 

7s,  1950  . 

....  Riebeck  Montan  Co.  (shares)  . 

....  Roth-BQchner  (Rm.l, 442. 000)  . 

7.30  Sachsen-Anhalt  61^s.  1928  . 

7.63  Saxon  Mortgage  Institute  7s.  1945  .  .  . 
6.77  Saxon  Mortgage  Institute  614s.  1946  .  . 
7.24  Saxon  Public  Works  614s,  1951  . 

6.55  Siemens  &  Halske,  Siemens-Schuckert 

6s.  1951 . 

7.75  Silesia  Electric  OHp.  1946  . 

....  South  German  Celluloid  Works  7s  ... 

7.55  Stettin  Public  Utilities  7s.  1946  . 

7.10  Stinnes  Industries  7s.  1946  . 

7.10  Stinnes  Corp.  7s.  1936  . 

....  Thyssen  Iron  &  Steel  6-Mos.  6s . 

....  Tietz,  Leonhard  (shares)  . 

7.80  Tietz,  Leonhard  7 'As,  1946  . 

....  United  Cigarette  Machine  Co.  A.  G. 
7.50  United  Industrial  Forp.  6s,  1945  . 

6.75  United  Industrial  Corp.  6s,  1941 . 


Amount  Offered  at  Refunding 

$1,190,000  .  . 

$720,000  .  . 

600,000  $30  . 

3,699,000  155  . 

1,040,000  104  . 

2,000,000  .  . 

476,000  .  . 


10,000,000  100 

2,000,000  100 

6,062,500  97 

3,000.000  98 

1,250,000  _ 

2,500,000  92 

1,500,000  95% 

7,500,000  94 

476,000(a)  .... 

119,050  .... 

3,000,000  9214 

5,000,000  _ 

297.500  _ 

3,000,000  9614 

495,000  _ 

2,500,000  9314 

2,500,000(5)  _ 

799.500  _ 

3,000,000  92% 

1,250,000  97% 

250,000  .... 

2,500,000  98 

1,250,000  _ 

347,000  347 

5,295,000  _ 

25,000,000  94 

4,500,000(c)  _ 

10,000,000  94 

1,100,000  _ 

360.500  _ 

1.000,000  98 

5.000,000  93% 

4,000,000  97 

15,000,000  91% 

17,500,000  (d)  99 

4,000,000  87% 

1.000,000  (c)  _ 

3.000.000  94% 

12.500.000  99% 

12.500,000  99% 

5.000,000  99% 

1,218.750  81% 

3.000,000  97 

375.000(f)  _ 

6.000.000  84 '4 

6,000,000  97% 


(«)  Increase  in  capital  by  Rm  2.000,000.  (h)  Export  credit  of  Rm  9,000,000  granted  by  American 

Bankers,  (c)  Estimated  amount  purchased  by  American  interests.  (<J)  Total  issue  was  $24,000,000  of 
which  $6,500,000  was  withdrawn  for  sale  abroad,  (e)  Credit  extended  by  American  interests.  (/)  Repre¬ 
sents  increase  in  capital  from  Rm  2.000,000  to  Rm  3,500,000.  all  reported  taken  by  American  Co.  (g) 
Formed  in  Germany  with  capital  Rm  5,000,000  to  negotiate  purchase  in  Germany  of  automobiles  and 
machines  on  long-term  credits. 


America,  The  World’s  Banker 


70 


Ai 


TABLE  V:  Foreign  Capital  Flotations  in  U.  S. — 1926  (Continued) 


Yield 

Lssue 

Amount 

Offered  at 

6.80 

United  Steel  Works  61^s,  1951  . 

$30,000,000 

96 

United  Steel  Works  6%s  “C,”  1951  .  . 

10,815,000 

•  .  .  • 

7.08 

Unter-Elbe  Power  &  Light  7s.  1941  .  . 

2,500,000 

9914 

7.60 

Upper  Wiirtemberg  Hydro-Elec.  7s, 
1956  . 

4,000,000 

93 

Vereinsbank  in  Hamburg  (shares)  .... 

130,000 

(  $13  (rt) 

1  $19.50(5 

Other 

(1) 

5.80 

Total  . 

countries: 

Governments,  States  and  Municipalities: 
Antwerp  Treasury  Notes  . 

$314,907,610 

$1,500,000 

Belgian  6-mos.  Treasury  Notes . 

1,500,000 

7.50 

Belgium  7s.  1956  . 

50,000,000 

94 

6.875 

Budapest,  Citv  of,  due  Dec,  31,  1926.  . 

2,000,000 

5.00 

Budapest,  Short-term  5s . 

2,000,000 

7.65 

Bulgaria  7s,  1966  . 

4,500,000 

92 

Czecho-Slovakia  (Credit)  . 

20,000,000 

•  .  •  • 

«  .  •  • 

Denmark  (credit  Kr.25,000.000)  . 

6,500,000 

•  •  •  • 

Denmark  (export  credit  Kr.20, 000,000) 

5,300,000 

Denmark  (renewed  credit)  . 

40,000,000 

6.98 

Finland  6%s,  1956  . 

15,000,000 

94 

Greek  External  8s.  (Ulen  &  Co.) . 

1,750,000 

•  •  •  • 

Greek  Salonika  Drainage  Is  (Founda¬ 
tion  Co.)  . 

2,500,000 

7.65 

Hungarian  Consol.  Municipal  7s,  1946 

6,000,000 

9.3% 

5.70 

Italy  “Lictor”  5s  of  1927  . 

l,125,000(c) 

87% 

6.00 

Jugo-Slavia  6-mos,  6s,  due  March  31, 
1927  . 

3,000,000 

100 

7.60 

Lower  Austrian  714s.  1950  . 

2.000.000 

98% 

5.75 

Oslo  514s.  1946,  S.  F . 

4,000,000 

97 

.... 

Poland  Municipal  Improvement  8s, 
1970  . 

2.800,000 

Polish  Cities  8s,  1926-46  . 

6,000.000 

•  •  •  • 

Polish  Government  (20-yr.  credit  by 
Tnt.  Match  Co.)  . 

6.000,000 

Rome.  Citv  of  . 

5,000,090 

7.7.5 

Styria  7s,  1946  . 

5,000,000 

92% 

(2) 

6.60 

Total  . 

Corporations: 

Adriatic  Electric  614  s,  1928  . 

$193,475,000 

$l,500,000(d) 

99% 

Alcoa  de  France  . 

30,000(f) 

•  •  •  • 

All  Russian  Textile  Syndicate,  Inc.  ,  . 

1,000,000  (/) 

Aluminum  Co.  (Norway)  . 

750,000 

.  .  •  • 

American  Bank  of  Poland  (Int.  Match) 

5,000,000 

.... 

American,  British  &  Continental 
(shares)  . 

12,000,000 

100 

American  Petroleum  Co.  (Czecho-Slo- 
yakia)  . 

265,400 

American  Turki.sh  Corp . 

3,037,000 

•  .  •  • 

Amur  Gold  Concessions  . 

1,000,000 

.... 

.50-5.66 

Anglo-American  Oil  Co.  414s,  1927-29 

6,000,000 

.... 

Anglo-Persian  Oil  Co.  (shares  pur¬ 
chased  by  American  interests)  . 

750,000 

Arbed  (shares)  . 

825,000 

.... 

Artificial  Silk  Co.  of  Calais . 

1,250,000 

.... 

Atlantic  Refining  of  Spain . 

75,000 

Belgian  National  Rys.  pfd . 

1,390,000 

1^85 

Byalistok  Textile  Co . 

100,000  (£/) 

Central  Cooperative  Credit  Society  of 
Finland  . 

1,000.000  (/i) 

Cie  des  Telephones  Thomson  Houston 

4,000,000 

•  •  •  • 

Copenhagen  Handelsbank  (5,000  shares 
of  Kr.  100)  . 

164,350 

$32.87 

7.00 

Crespi,  Benigno,  7s,  1956  (21,000,000 
lire)  . 

764,400 

100 

Credit  Ford  (Belgium)  . 

54,000 

.... 

Credit  Ford  (Antwerp)  . 

55,600 

.... 

Refunding 


$2,500,000 


$2,000,000 


3,000,000 

3,’4V3,666 


$8,473,000 


$6,000,000 


(a)  Per  share  o  fRm  60.  (h)  Per  share  of  Rm  90.  (r)  Represents  estimated  amount  taken  up  in  the 

United  States,  (d)  Total  issue  $2,000,000,  of  which  $i500,000  withdrawn  for  sales  abroad,  (c)  Incorpor¬ 
ated  to  manufacture  metal,  especially  aluminum,  Fes.  1,000,000  of  Fcs..500  par  mostly  held  by  Americans, 
<f)  Represents  increase  in  capital  from  $1,000,000  to  $2,000,000.  (g)  Credit  to  Co,  guaranteed  by  Polish 

Government,  (h)  Credit  guaranteed  by  Finnish  Government, 
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TABLE  V:  Foreign  Capital  Flotations  in  LL  S. — 1926  (Continued) 

Yield  Issue  Amount  Offered  at  Refunding 


8.10  Danzig  Mortgage  Bank  6s,  1966 

.£120,000)  . 

....  DcForest  Phonofilm  of  Spain  &  Por¬ 
tugal  . 

7.80  European  Mtge.  &  Investment  Corp. 

TVzs.  “B..”  1966  . 

....  Ford  Co.  (Finland)  . 

....  Ford  of  Spain . 

7.69  Fiat  7s,  1946  . 

....  Fiat  (400,000  shares)  . 

....  First  Federal  Foreign  Investment. 

Trust  (20,000  shares) . 

....  Grangesberg  A.  B.  (150,000  shares)  .  . . 
....  Hoeyangfaldcne  A.  B.  (6.429  shares)  . 
....  Hungarian  Discount  &  Exchange  Bank 

(shares)  . 

....  Hungarian  General  Savings  Bank 

(100,000  shares)  . 

7.90  Hungarian  Land  Mtg.  7%s,  1961  .... 

....  International  Match  (450,000  shares 

pfd.)  . 

....  International  Mtge.  Co . 

7.00  International  Power  Securities  Corp. 

7s  “D,”  1936  . 

....  Irish  Industrial  Trust  Co . 

....  Italian  Gas  Co.  (100,000  shares)  ..... 

7.60  Italian  Public  Utility  Credit  Institution 

7s,  1952  . .' . 

....  Kompass  Bank  (shares)  . 

....  Kreuger  &  Toll  (50,000  “B”  shares 

£23-7-6)  . . 

....  T.atvia  (bank  shares — 2.874.030  lats.) 

7  00-7.45  Lloyd  Sabaudo  1st  7s,  1930-41  . 

....  Lloyd  Sabaudo  (shares)  . 

....  London  Irish  Trust  (shares  of  £10)  .  . 
....  Lower  Austrian  Discount  $50,000 

.shares)  . 

....  National  Economic  Bank  of  Warsaw  8s 

....  New  Antwerp  Telenhone . 

....  Polish  Locomotive  Co.  (2-yr.  credit)  .  . 
....  Real  Estate  (Acquisition  of  French 

real  estate  by  American  interests)  . 
....  Rodin  Sculptures  (purchased  by  Phila¬ 
delphia  interests)  . . 

....  Russian  American  Gao  Co . 

7.60  Silesian  Amer,  Corn.  7s.  1941  . 

....  Societe  des  Bains  der  Men  (shares)  .  . 
....  Spolka  Akcyina  do  Eksploatacji  Pans 

tw'owego  Mononolu  Zapalczanego  vo 

Polsce  (Zloty  5.000.000)  . 

7.67  TTnitedSteel  of  laixemburg  7s,  1951  .  , 
....  Woolworth.  F.  W.  (purchase  of  prop¬ 
erties  in  Great  Britain)  . 

Total  . 

South  America: 

(1)  Governments.  States  and  Municipalities: 
7.87  Antioquia  7s,  Series  B.  1945  . 

8.10  Antioquia  8s,  1946  (900,000  pesos)  .  . 

5.25  Argentine  6  mos.  5yis . 

6.10  Argentine  6s,  1960  . 

6.125  Argentine  6s.  1960  . 

7.90  Barranquila  8s,  1940  (Ser.  “C”)  .... 

7.25  Brazil  6%s,  1957  . 

7.30  Brazil  6%s,  1957  . 

7.30-7.15  Buenos  Aires  7s,  1936-52  . 

7.60  Buenos  Aires  7%s.  1947  . 

7.30  Buenos  Aires  7s,  1952  . 

7.15  Buenos  Aires  10-yr.  7s . 

7.40  Buenos  Aires  7s,  1957  . 

7.95  Caldas,  Dept,  of,  7%s,  1946  . 


$582,000  99 

4,000,000  . 

5,000,000  96 

504,000  - 

3,750,000  .... 

10,000,000  93 

7,200,000  $18 

2,200,000  110 

11,100,000 

3,045,000  .... 

250,000  - 

250,000  2y3 

3,000,000  95 

22,500,000  50 

5,000,000  .... 

5,000,000  100 

250,000  (a)  - 

1,376,000  13.76 

20,000,000  93 

125,000  _ 

5,800,000  116 

554.688  _ 

2,400,000  96-100 

500.000  - 

25,000  £10 

196,250  3.93 

3,000.000  - 

250,000  _ 

360,000  .... 

2,700,000  - 

400.000  _ 

250.000(5)  _ 

15.000.000  94 

4,446,000  390 


.e;nn  non  ....  . 

10.000  000  92’(.  . 

3.000.000  ....  . 

$195,524,688  $6,000,000 


$6,000,000  9112  . 

893,970  96  V2  . 

20,000.000  100  . 

16,900,000  98  Vi  . 

20,000,000  98  20,000,000 

.500,000  101  . 

18,500,000(c)  90%  . 

3.5,000,000  90  . 

14,800,000  96%-99  . 

14,472,000  99  . 

10.600,000  96%  . 

4,200,000  99  . 

24,121,000  94%  . 

6,000,000  95%  . 


(a)  American  portion  of  $1,2.50,000  total  capital,  (h)  Repre.sents  one-half  .American  interest  in  Co. 
Other  half  by  Soviet  Government,  (c)  Of  issue  of  $25,000,000,  $6,500,000  withdrawn  for  sale  abroad. 
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TABLE  V:  Foreign  Capital  Flotations  in  U.  S. — 1926  (Continued) 


Yield 

Issue 

Amount 

Offered  at 

•  •  •  t 

Cauca  Valley  7%s,  1946  . 

Chile  6-mos.  notes  5s,  Feb.  25,  1927  . . 

$2,500,000 

96% 

5.25 

10,000,000 

99% 

6.50 

Chile  6s,  1960  . 

42,600,000 

93% 

5.50 

Colombia  (credit)  . 

10,000,000 

.... 

Cordoba  (credit  of  2,500,000  pesos)  .  . 

1,000,000  (a) 

7.50 

Cudinamarca  7s . 

3,000,000 

94% 

Medellin  7s,  1951 . . . 

3,000,000 

•  •  •  • 

6.50 

Montevido  6s,  1959  . 

5,171,000 

93  V4 

7.40 

Mortgage  Bank  of  Colombia  7s,  1946 

6,000,000 

95% 

7.50 

Peru  7%s,  1956  . 

16,000,000(6) 

100 

Peru  8s,  1944  . 

2,000,000 

4,000,000 

.... 

7.80 

Porto  Alegre,  City  of,  7%s,  1956  ... 
Sao  Paulo,  State  of,  7s,  1966  . 

96 

7.30 

7,600,000 

96% 

6.25 

Uruguay  6s,  1960  . 

30,000,000 

9G% 

(2) 

7.55 

Total  . 

Corporations: 

Agriculture  Mtgs.  Bank  of  Colombia 
7s,  1946  . 

American  Controlled  Oilfields  (Vene¬ 
zuela)  . 

$334,667,970 

$3,000,000 

94 

.... 

5,362,600 

•  •  •  • 

American  Maracaibo  Co.  (Venezuela) 

800,000 

.... 

.  .  .  « 

American  Venezuelan  Petroleum  .... 

100,000 

.... 

Andean  National  Corp.  (Shares)  . ' 

16,000,000 

io.oo 

Andes  Petroleum  Corp.  (300,000  sh.) 

1,950,000 

6.50 

•  •  •  • 

Apur  Venezuela  Corp.  (capitalization, 

$50,000,000)  . 

Beacon  Oil  Co.  (300,000  shares) . 

5,000,000 

5,700,000 

19*  ’ 

Brazil  Babassu  Corporation  7%  pfd.  . 

2,500,000 

British  Guiana  Oilfields . 

ijooo.ooo 

Calveras  Central  Mining  Corp . 

l'000,000 

.... 

Caracas  Syndicate  (capitalization 

$5,000,000)  . 

1,250,000 

•  •  •  • 

Carara-Guayahito-Opon-Grancuri  Oil 
lands  (purchased  by  Mexican  Pan- 
uco)  . 

2,000.000 

Caribbean  Sugar  1st  7s,  1941 . 

2,600.000 

Chilean  Mining  Corp . 

125,000 

.5.25 

Chile  Copper  5s,  1947  . 

35,000,000 

96% 

Cia  de  Fosforos  de  Peru  (Int.  Match) 

2,160,000 

.  •  •  • 

Condor  Oil  Co.  (Venezuela)  . 

1,250,000 

•  •  •  • 

Hacienda  Paramonga  (Peru)  . 

2,100,000 

•  •  .  • 

Industrial  Issues  Corp.  (Venezuela)  .  . 

2,600,000 

.... 

Magdalena  Svndicate . 

1,000,000 

Maracaibo  Oil  Fields.  Inc . 

6,000,000 

•  •  •  . 

Marine  Petroleum  Co.  (Venezuela)  . .  . 

1,250,000 

.... 

Maxudian  Petroleum  Co . 

1,000,000 

6.80 

Mortgage  Bank  of  Chile  6^s,  1961  . 

20,000,000 

99  V4 

6.30 

Mortgage  of  Chile  6s,  1931  . 

10,000,000 

98% 

Orinoco  Development  Co . 

4,000,000 

Patino  Mines  &  Enterprises  (200,000 
shares)  . 

5,000,000 

25 

Puerto  Plata  Sugar  Co . 

8,000,000 

Rio  de  Janeiro  Wireless . 

1,000,000  (c) 
473,950 

Sao  Paulo  Coffee  Institute  (£100,000) 

97% 

.Sogamosso  Petroleum  Corp . 

5.000,000 

Standard  Oil  of  Peru  (£P1, 000,000)  . 

3,600,000 

Venezuela  &  National  Petroleum  Corp. 
(capital,  $20,000,000)  . 

5,000,000 

Venezuelan  Eastern  Petroleum . 

100,000 

Venezuelan  Oil  Exploration  Co.  (cap- 

ital,  $20,000,000)  . 

6,000,000 

.... 

Venezuelan  Petroleum  Co.  (acq.  prop¬ 
erty  in  State  of  Monagas,  Ven.)  .  . 

1,500,000 

Zamora  Venezuelan  Corp.  (capital, 
$30,000,000)  . 

6,600,000 

Total  . 

Central  America: 

(1)  Governments  and  Municipalities: 

7.60  Costa  Rica  7s,  1951 . 

$174,621,450 

$8,000,000 

95% 

Refunding 


$25,600,000 


$34,990,500 


$34,990,600 


(a)  Represents  loan  by  Foundation  Co.  of  2,500.000  pesos  (paper).  (ft)  $2,000,000  withdrawn  for 
Europe,  (c)  Represents  American  share,  France,  Great  Britain  and  Germany  each  being  interested  to  the 
same  extent,  $1,000,000. 
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TABLE  V:  Foreisrn  Capital  Flotations  in  U.  S. — 1926  (Continued) 


Yield  .  Issue 

5.70  Dominican  Republic  5%s, . 

7.75  Honduras  7s,  1929  . 

6.30  Panama  6V^s,  1961 . 

6.30  Panama  6^s,  1956  . 

6.60  Salvador  6%s,  1929  . 

14.00  Salvador  8s,  1932  . 

7.68  Salvador  7s,  1957  . 

....  Vera  Cruz  (loan  of  P  1,000,000  by 
Huasteca  Petroleum)  . 

Total  . 

(2)  Corporatioiii:  '' 

....  Alcucida  &  Ermita  Sugar  Mills  (pur- 
•  chased  by  American  Sugar  Ref.)  .  . 

....  American-Mexican  Pacific  Oil . 

....  British  Zulia  Oil  Co . 

....  Canadian  Oil  Co . 

G.OO  Cia  Cubana  3-yr.  6s,  1929  . 

....  Cia  Mexicana  de  Cerillos  y  Fosforos  . . 
....  Cuban  Dominican  Sugar  (800,002  sh.) 

6.06  Cuba  R.  R.  1st  ref.  6s,  B,  1936  . 

....  Cuban  Sugar  Properties  (advances  by 

Am.  Ref.)  . 

....  English  Oil  Co.  (Mexican  Panuco)  .... 

....  Fajardo  Sugar  (Shares)  . . 

....  Guatamala  Mining  Co . 

....  Guatamala  &  Salvador  Ry.  Co . 

....  Guatamala  Syndicate . 

6.125  Havana  Electric  5%s,  1951 . 

6.00  Havana  Electric  6%  pfd . 

....  Havana  Electric  com.  (200,000  shares) 
....  Inter-Coastal  S.  S.  &  Navigation  Co.  of 

Mexico  . 

6.40  International  Ry.  of  Central  America 

6s,  1941 . 

7.00  Keith,  Minor  C.,  Inc.  5-year  Notes  .... 

8.00  Mexican  Pacific  Co.  8s,  1929  . 

....  Mexican  Panuco  (increase  in  capital 

from  500,000  sh.  @  $10  to  1,000,000) 

....  Mexican  Panuco  Oil  Co . 

....  Mexico  City-Pueblo  Road . 

....  Mexico-Ohio  Oil  (100,000  shares)  .... 

....  Mexican  Central  Ry.  (stock  purchased 

by  Atchison) . 

....  Shell-Mexico  of  Cuba . 

....  Standard  Fruit  Co.  (Vaccaco  interests 

in  Havana  S.  S.  Co.)  . 

....  Trinidad  Oilfields,  Inc.  (60,000  shares) 

....  Trinidad  Oil  Syndicate  (capitalization, 

$300,000)  . 

....  Tropical  Fruit  Corp.  (100,000  shares)  . 

Total  . 

U.  S.  Territories: 

(1)  States  and  Municipalities  . 

(2)  Corporations  . 

Miscellaneous: 

(1)  States  and  Municipalities: 

....  Liberia  6s,  1912 . 

6.60  Yokohama  6s,  1961 . 


Amount  Offered  at  Refunding 

$3,300,000  98  . 

600,000  98  H  . 

2,600,000  103  . 

2,200,000  103  . 

620,000  99%  . 

300,000  .  . 

1,000,000  92  . 

600,000  .  . 

$18,920,000  . 


$8,000,000  .  . 

1,000,000  .  . 

1,225,880  ....  . 

1,500,000  .  . 

5,000,000  100  . 

500,000  ....  . 

16,000,000  20  . 

1,376,000  99  Vj  . 

1,800,000  .  . 

1,500,000  .  . 

720,000  100  . 

500,000  ....  . 

500,000  .  . 

6,000,000  (a)  .  . 

5,500,000  92  . 

6,000,000  100  . 

8,600,000  443  . 

1,000,000  .  . 

3,500,000  96  . 

6,000,000  .  . 

300,000  100  $300,000 

5,000,000  .  . 

8,000,000(6)  .  . 

4,500,000  .  . 

1,100,000  11  . 

700,000  .  . 

2,000,000  .  . 


6,000,000  (c) 
1,600,000  (d) 


150,000 

1,26T),000 

$ii‘60 

$104,721,450 

$300,000 

$8,881,000 

6,966,900 

.... 

$3,419,301 

39,000 

19,740,000 

95-97% 

93 

Total  .  $19,779,000  . 

(2)  Corporations: 

....  African  Metals  Corp .  2,600,000  ....  . 

....  Cameroon  Rubber  Co.  (purchase  of 

700  shares  by  Ford)  .  166,000  ....  . 

6.60  Financial  Investing  Co.  Ltd.  6-year  6s, 

1930  . '. .  4,000,000  97%  . 

(o)  Represents  four-fifths  of  Company’s  assets,  purchased  by  Am.  Panuca.  (6)  Increase  in  capital  from 
$8,000,000  to  $13,000,000.  (c)  Formed  with  $50,000,000  capitalization  to  take  over  business  of  Standard  Fruit 

&  S.S.,  Mexican-American  S.S.,  etc.  (d)  300,000  shares  no  par  authorized  at  $30,000,000.  British  capital 
also  interested. 
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TABLE  V:  Foreign  Capital  Flotations  in  U.  S. — 1926  (Continued) 

Yield  Issue  Amount  Offered  at  Refunding 


....  Goodyear  Tire  &  Rubber  (Sydney, 

N.  S.  W.)  . 

7.11  International  Power  7%  pfd . 

....  Int.  Tel.  &  Tel.  (stock)  . 

6.50  Palestine  Mtge.  Corp.  6%s,  1941 . 

....  Rhodesian  Vanadium  Corp . 

....  Sibenan  Fur  Industry  (credit)  . 

....  Tientsin  Shipping  Co . 

6.65  Toho  Electric  Power  Co.  6s,  1929  .... 
....  U.  S.  Rubber  Co.  (acq.  13,000  acres 
in  Sumatra  &  Malays)  . 

Total  . 

Canada:  I 

(1)  Provinces  and  Municipalities . 

(2)  Corporations  . 

Total . 


$6,000,000  - 

4,000,000  98% 

19,965,500  100 

500,000  100 

1,000,000  _ 

6,000,000  .... 

200,000  .  . .  . 

10,000,000  98  % 

2,400,000  _ 

$56,732,100 


$181,033,122  $50,151,000  . 

326,723,122  8,606,500 

$507,756,244  $58,657,500 


THE  OUTLOOK 


It  would  be  idle  to  prophesy  what  the 
future  has  in  store  for  American  investors 
in  foreign  obligations.  While  some  of  the 
recent  offerings  do  not  perhaps  constitute 
high  grade  investment  issues,  there  appears 
to  be  no  reason  for  apprehension,  for  the 
time  being,  over  the  possible  discontinuance 
of  the  service  of  foreign  bonds  held  in  this 
country,  especially  since  the  over-abundance 
of  capital  will  make  it  possible  for  such 
debtors,  as  may  be  in  difficulties  tempo¬ 


rarily,  to  create  new  debts  to  take  care  of 
existing  obligations.  Although  relative 
novices  in  the  realm  of  international  finance, 
American  bankers  may,  on  the  whole,  be  said 
to  have  invested  abroad  both  wisely  and 
profitably,  and  if  care  and  sound  judgment 
are  exercised  in  the  future  in  the  selection 
and  sale  of  foreign  securities  to  the  Ameri¬ 
can  investing  public,  we  may  perhaps  be 
spared  the  losses  to  which  Continental  Eu¬ 
ropean  creditor  nations  have  at  one  time  or 
another  been  subjected. 
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The  United  States  and  Latin  America 

A  Suggested  Program 


There  are  three  main  regions  of  the 
world  with  which  American  foreign  pol¬ 
icy  is  primarily  concerned :  Europe,  the  Far 
East  and  Latin  America.  The  aspect  of 
American  foreign  policy  which  has  called 
forth  the  most  criticism,  particularly  under 
the  Wilson,  Harding  and  Coolidge  ad¬ 
ministrations,  has  been  that  relating  to  Latin 
America.  United  States  policy  with  respect 
to  Nicaragua,  the  new  Panama  treaty,  the 
Mexican  land  and  oil  laws  and  the  Tacna- 
Arica  dispute  has  been  the  object  of  unfavor¬ 
able  comment  in  the  European,  Latin  Amer¬ 
ican  and  North  American  press.  Recent 
events,  superimposed  upon  a  history  of  inter¬ 
ference  in  the  affairs  of  our  southern  neigh¬ 
bors,  have  developed  a  growing  feeling  of 
hostility  and  suspicion  among  them  against 
the  United  States. 

It  is  the  view  of  official  spokesmen  that 
this  suspicion  is  due  to  an  unfortunate  mis¬ 
understanding  of  American  motives,  which 
may  be  dissipated  if  we  properly  express  to 
Latin  America  our  friendship  and  our  dis¬ 
interestedness.  The  President  of  the  United 
States  has  appointed  an  exceptionally  strong 
delegation  to  the  forthcoming  Pan  American 
Conference,  whose  assurances  of  good  will 
officially  pronounced  at  Havana  may  do  much 
toward  removing  these  misunderstandings. 
But,  if  our  delegation  confines  itself  to 
speech-making  and  fails  to  make  any  pro¬ 
posal  embodying  in  definite  and  juridical 
form  the  principles  of  Pan  Americanism 
pronounced  by  the  United  States  in  the  past, 
disillusionment,  if  not  failure,  may  be  the 
result. 

POLITICAL  AND  ECONOMIC 
BACKGROUND  OF  LATIN  STATES 

In  one  sense,  the  United  States  and  the 
Latin  American  Republics  have  a  common 
origin;  each  achieved  its  independence  of 
European  masters  more  than  a  century  ago. 
The  United  States  enunciated  the  Monroe 
Doctrine  in  1823  to  warn  European  powers 
against  attempting  to  extinguish  the  newly- 
won  independence  of  the  Latin-American 


states.  With  certain  exceptions,  such  as  the 
annexation  of  the  Falkland  Islands  by  Eng¬ 
land  in  1833  and  the  Venezuela  ultimatums 
of  1902,  Latin-America,  whether  or  not  be¬ 
cause  of  the  Monroe  Doctrine,  has  during  the 
last  century  been  free  from  European  medd¬ 
ling. 

Although  similar  in  political  origin  to  the 
United  States,  the  tw’enty  republics  south  cf 
the  Rio  Grande  have  nevertheless  a  different 
cultural  and  racial  background,  which  inevit¬ 
ably  affects  their  relations  with  outside  na¬ 
tions.  With  the  exception  of  Brazil,  these 
countries  speak  the  Spanish  language,  and 
adhere  to  the  Catholic  religion  and  to  Latin 
institutions.  From  a  cultural  standpoint, 
they  have  more  in  common  with  France, 
Italy  and  Spain  than  with  the  United  States. 
The  inhabitants  of  Latin  America  are  not, 
moreover,  pure-blooded  descendants  of  Euro¬ 
pean  colonists.  Unlike  the  United  States, 
which  is  for  the  most  part  peopled  by  trans¬ 
planted  Europeans,  much  of  Latin  America 
is  a  racial  amalgam  of  the  indigenous  Indian 
population,  the  Spanish  invaders,  and  Afri¬ 
can  negroes,  originally  imported  as  slaves. 
The  mixture  of  widely  different  cultural  and 
racial  strains  has  produced  problems  in  Latin 
America  with  which  the  United  States  is 
not,  at  least  to  so  great  an  extent,  con¬ 
fronted.  During  the  last  century,  the  re¬ 
publics  of  Latin  America  have  made  a  much 
less  rapid  advance  than  the  United  States, 
which  has  become  probably  the  world’s 
greatest  power.  Many  of  them  have  been 
subject  to  revolutions,  coups  d’etat,  dictator¬ 
ships  and  wars. 

In  the  19th  century,  both  the  United  States 
and  Latin  America  relied  primarily  upon 
European  investors  for  capital.  In  the 
United  States  the  expenditure  and  direction 
of  European  capital  was,  however,  in  the 
hands  of  American  business  men  and  en¬ 
gineers.  But  owing  to  political  instability 
and  lack  of  technical  experience,  the  invest¬ 
ment  of  European  capital  in  Latin  America 
has  almost  everywhere  taken  the  form  of 
concessions.  A  concession  is  a  privilege,  or 
franchise,  usually  granted  to  a  foreign  in- 
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There  are  three  main  regions  of  the 
world  with  which  American  foreign  pol¬ 
icy  is  primarily  concerned :  Europe,  the  Far 
East  and  Latin  America.  The  aspect  of 
American  foreign  policy  which  has  called 
forth  the  most  criticism,  particularly  under 
the  Wilson,  Harding  and  Coolidge  ad¬ 
ministrations,  has  been  that  relating  to  Latin 
America.  United  States  policy  with  respect 
to  Nicaragua,  the  new  Panama  treaty,  the 
Mexican  land  and  oil  laws  and  the  Tacna- 
Arica  dispute  has  been  the  object  of  unfavor¬ 
able  comment  in  the  European,  Latin  Amer¬ 
ican  and  North  American  press.  Recent 
events,  superimposed  upon  a  history  of  inter¬ 
ference  in  the  affairs  of  our  southern  neigh¬ 
bors,  have  developed  a  growing  feeling  of 
hostility  and  suspicion  among  them  against 
the  United  States. 

It  is  the  view  of  official  spokesmen  that 
this  suspicion  is  due  to  an  unfortunate  mis¬ 
understanding  of  American  motives,  which 
may  be  dissipated  if  we  properly  express  to 
Latin  America  our  friendship  and  our  dis¬ 
interestedness.  The  President  of  the  United 
States  has  appointed  an  exceptionally  strong 
delegation  to  the  forthcoming  Pan  American 
Conference,  whose  assurances  of  good  will 
officially  pronounced  at  Havana  may  do  much 
toward  removing  these  misunderstandings. 
But,  if  our  delegation  confines  itself  to 
speech-making  and  fails  to  make  any  pro¬ 
posal  embodying  in  definite  and  juridical 
form  the  principles  of  Pan  Americanism 
pronounced  by  the  United  States  in  the  past, 
disillusionment,  if  not  failure,  may  be  the 
result. 

POLITICAL  AND  ECONOMIC 
BACKGROUND  OF  LATIN  STATES 

In  one  sense,  the  United  States  and  the 
Latin  American  Republics  have  a  common 
origin;  each  achieved  its  independence  of 
European  masters  more  than  a  century  ago. 
The  United  States  enunciated  the  Monroe 
Doctrine  in  1823  to  warn  European  powers 
against  attempting  to  extinguish  the  newly- 
won  independence  of  the  Latin-American 


states.  With  certain  exceptions,  such  as  the 
annexation  of  the  Falkland  Islands  by  Eng¬ 
land  in  1833  and  the  Venezuela  ultimatums 
of  1902,  Latin-America,  whether  or  not  be¬ 
cause  of  the  Monroe  Doctrine,  has  during  the 
last  century  been  free  from  European  medd¬ 
ling. 

Although  similar  in  political  origin  to  the 
United  States,  the  twenty  republics  south  of 
the  Rio  Grande  have  nevertheless  a  different 
cultural  and  racial  background,  which  inevit¬ 
ably  affects  their  relations  with  outside  na¬ 
tions.  With  the  exception  of  Brazil,  these 
countries  speak  the  Spanish  language,  and 
adhere  to  the  Catholic  religion  and  to  Latin 
institutions.  From  a  cultural  standpoint, 
they  have  more  in  common  with  France, 
Italy  and  Spain  than  with  the  United  States. 
The  inhabitants  of  Latin  America  are  not, 
moreover,  pure-blooded  descendants  of  Euro¬ 
pean  colonists.  Unlike  the  United  States, 
which  is  for  the  most  part  peopled  by  trans¬ 
planted  Europeans,  much  of  Latin  America 
is  a  racial  amalgam  of  the  indigenous  Indian 
population,  the  Spanish  invaders,  and  Afri¬ 
can  negroes,  originally  imported  as  slaves. 
The  mixture  of  widely  different  cultural  and 
racial  strains  has  produced  problems  in  Latin 
America  with  which  the  United  States  is 
not,  at  least  to  so  great  an  extent,  con¬ 
fronted.  During  the  last  century,  the  re¬ 
publics  of  Latin  America  have  made  a  much 
less  rapid  advance  than  the  United  States, 
which  has  become  probably  the  world’s 
greatest  power.  Many  of  them  have  been 
subject  to  revolutions,  coups  d'etat,  dictator¬ 
ships  and  wars. 

In  the  19th  century,  both  the  United  States 
and  Latin  America  relied  primarily  upon 
European  investors  for  capital.  In  the 
United  States  the  expenditure  and  direction 
of  European  capital  was,  however,  in  the 
hands  of  American  business  men  and  en¬ 
gineers.  But  owing  to  political  instability 
and  lack  of  technical  experience,  the  invest¬ 
ment  of  European  capital  in  Latin  America 
has  almost  everywhere  taken  the  form  of 
concessions.  A  concession  is  a  privilege,  or 
franchise,  usually  granted  to  a  foreign  in- 
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potence,  to  the  exercise  of  an  international 
police  power.”  The  adherence  of  the  United 
States  to  this  definition  of  the  Monroe  Doc¬ 
trine,  which  subsequent  administrations 
seem  to  have  followed  for  the  last  twenty 
years,  has  morally  obliged  the  United  States 
to  intervene  in  Latin  America  to  correct 
abuses  which  would  otherwise  lead  European 
states  to  intervene  in  their  own  behalf. 

Such  seems  to  be  the  prevailing  principle 
in  our  Latin  American  policy  of  the  present 
day.  If  we  did  not  intervene,  but  remained 
indifferent  to  the  treatment  of  foreigners  in 
certain  Latin  American  countries,  or  to  the 
repudiation  of  foreign  obligations  by  Latin 
American  countries,  European  governments 
might  challenge  our  ethical  right  to  prevent 
their  intervention,  and  if  our  indifference  to 
the  right  of  Europeans  continued,  they 
might,  especially  if  militaristically  inclined, 
challenge  our  fiat  and  oblige  us  either  to  give 
way  or  go  to  war.  Between  this  alternative 
and  our  own  intervention  in  Latin  America, 
there  has  only  been  one  choice.  The  real 
basis  of  the  Monroe  Doctrine  has  been 
strategic. 

UNITED  STATES’  INTERESTS 
CENTER  IN  CARIBBEAN 

Fear  of  possible  European  control  in  the 
Western  Hemisphere  led  the  United  States 
to  view  with  disfavor  French  and  British 
efforts  to  build  an  Isthmian  canal  in  the  nine¬ 
teenth  century.  Such  a  fear  had  something 
to  do  with  annexing  Porto  Rico  following 
the  Spanish-American  War  and  with  oblig¬ 
ing  Cuba  to  accept  the  Platt  amendment  in 
1901.  In  a  Treaty  of  1903  the  United  States 
obtained  the  lease  of  the  Panama  Canal  zone 
and  the  right  to  intervene,  under  certain 
contingencies,  in  the  Republic  of  Panama — 
a  state  virtually  carved  out  of  Colombia  with 
the  aid  of  President  Roosevelt.  The  belief 
that  “there  was  imminent  danger  of  foreign 
intervention,”  led  President  Roosevelt  to  es¬ 
tablish  a  financial  receivership  in  Santo 
Domingo  in  1905.  Similar  motives  prompted 
the  establishment  of  a  receivership  in  Nicar¬ 
agua  in  1914.  Fear  of  the  designs  of  Euro¬ 
pean  governments  in  Haiti  led  the  United 
States  to  establish  a  military  government  in 
1915,  and  to  impose  upon  Haiti  a  treaty  giv¬ 
ing  the  United  States  control  over  the  fi¬ 


nances  and  police  of  the  country  and  the 
right  to  intervene.  2  The  occupation  of  Haiti 
was  followed  by  that  of  Santo  Domingo, 
which  was  occupied  and  governed  by  Amer¬ 
ican  marines  from  November  29,  1916  until 
July  12,  1924. 

So  far,  the  United  States  has  not  officially 
obtained  political  control  over  any  state  in 
South  America  proper.  Intervention  has 
been  confined  to  the  Caribbean  and  Cen¬ 
tral  America,  an  area  of  tiny  states  whose 
activities  are  of  great  political  importance 
because  of  their  proximity  to  the  Panama 
Canal,  and  because  they  might  serve  as  bases 
from  which  unfriendly  powers  could  threaten 
our  defenses.  The  United  States  has  greater 
political  interests  north  of  the  Panama  Canal 
than  south — a  fact  which  in  the  eyes  of  the 
American  Government  justifies  a  more  stern 
policy  in  the  first  area  than  in  the  second. 
On  the  other  hand  the  Latin  American  states 
naturally  fear  that  the  United  States  will 
eventually  attempt  to  apply  this  Caribbean 
policy  to  South  America.  Consequently,  our 
Caribbean  policy  has  been  criticized  as 
severely  in  South  America  as  in  the  coun¬ 
tries  where  such  intervention  has  actually 
taken  place. 

Other  states  in  the  position  of  the  United 
States  might  have  annexed  the  countries  of 
the  Caribbean  and  of  Central  America  out¬ 
right.  We  have  not  done  so,  however,  because 
public  opinion,  to  which  the  government 
must  bow,  has  usually  opposed  territorial 
aggrandizement.  It  is  open  to  argument, 
however,  whether  or  not  our  partial  self- 
restraint  has  worked  to  the  advantage  of 
the  Central  American  peoples.  We  have  in¬ 
terfered  in  their  affairs  in  so  far  as  we  have 
deemed  necessary  to  protect  our  own  inter¬ 
ests,  but  we  have  assumed  no  responsibility 
for  bringing  about  permanent  improvement 
in  these  countries.  At  the  same  time  we 
■have  imposed  a  degree  of  control  which,  in 
the  eyes  of  many  Latins,  prevents  these  coun¬ 
tries  from  winning  for  themselves  the  ex¬ 
perience  and  the  sense  of  responsibility 
which  can  only  result  from  the  untrammeled 
right  to  make  mistakes  and  the  necessity  of 
paying  for  them. 

Latin  American  suspicions  against  the 

2‘  Treaties  of  August  5,  1914  and  September  16,  1915,  Treaties 
of  the  United  States,  Vol.  ni,  pp.  2673,  2740. 
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United  States  have  been  aroused,  not  only 
by  the  establishment  of  control  over  the 
Caribbean  and  Central  American  countries, 
but  by  the  frequent  landing  of  American 
armed  forces,  whenever,  in  the  judgment  of 
the  State  Department,  or  even  a  naval  com¬ 
mander,  such  intervention  is  needed  to  pro¬ 
tect  foreign  life  and  property  threatened  by 
disorder.  Ordinarily,  the  commander  merely 
establishes  a  neutral  zone  around  such  prop¬ 
erty,  and  orders  the  contending  parties  to 
keep  their  fighting  outside.  When  outside 
interference  '.s  thus  restricted  to  the  immedi¬ 
ate  protection  of  property,  it  is  not  usually 
regarded,  under  international  law,  as  tech¬ 
nical  intervention.  But  when  we  go  further 
and  interfere  with  the  existing  government 
or  establish  one  of  our  own,  intervention 
does  take  place, — and  this  has  been  resorted 
to  in  a  number  of  instances  which  need  not 
be  related  here. 

PRESENT  RECOGNITION  POLICY 
TOWARD  CENTRAL  AMERICA 

Strangely  enough,  the  present  recognition 
policy  of  the  United  States  has  been  a  cause 
for  intervention,  at  least  in  Mexico  and  Cen¬ 
tral  America.  In  the  early  period  of  our 
history,  the  United  States  Government  fol¬ 
lowed  the  policy  of  recognizing  de  facto 
governments — any  government  which  is  a 
government  in  fact.* 

But  because  of  the  numerous  revolutions 
and  dictatorships  in  Latin  American  coun¬ 
tries  which,  in  the  opinion  of  the  United 
States,  injure  local  as  well  as  foreign  inter¬ 
ests,  the  United  States  has  abandoned  the 
policy  of  de  facto  recognition  in  favor  of  a 
legitimist  policy  as  far  as  certain  Latin 
American  States  are  concerned.*  At  a  con¬ 
ference  held  under  the  auspices  of  the  Presi¬ 
dents  of  the  United  States  and  Mexico,  the 
Central  American  Governments  signed  at 
Washington  on  December  20,  1907,  a  con¬ 
vention  in  which  the  latter  governments 
agreed  that  “they  shall  not  recognize  any 
other  Government  which  may  come  into 
power  in  any  of  the  five  Republics  as  a  con- 

3.  Cf.  The  Recognition  Policy  ot  the  United  Btatea  with 
Special  Reference  to  Soviet  Ruesia,  Information  Service,  Vol.  II. 
Supplement  No.  3,  November,  1926. 

4.  The  policy  of  refusing  recognition  to  de  facto  governments 
established  by  Revolution  was  apparently  first  prot>osed  by 
Carlos  R.  Tobar,  at  one  time  Minister  of  Foreign  Affairs  of 
Ecuador.  W.  S.  Robertson,  Rispantc-American  Relatione  with 
the  United  Statee,  New  Tork,  1923,  p.  129. 
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sequence  of  a  coup  d'4tat,  or  of  a  revolutio® 
against  the  recognized  Government,  so  long 
as  the  freely  elected  representatives  of  the 
people  thereof  have  not  constitutionally  re¬ 
organized  the  country.”® 

In  a  new  treaty,  signed  February  7,  1923, 
an  addition  was  made  to  this  provision  which 
declared  that  even  when  a  revolutionary 
government  had  been  approved  by  popular 
election,  the  parties  would  not  recognize  any 
person  elected  as  President,  Vice-President 
or  Chief  of  State  designate,  if  he  should  be 
(1)  the  leader  of  a  coup  d’etat  or  revolution 
or  be  related  to  such  leaders  through  blood 
relationship  or  marriage;  (2)  or  if  the  per¬ 
son  elected  should  have  been  a  Secretary  of 
State  or  should  have  held  some  high  military 
command  during  the  accomplishment  of  the 
coup  d’etat,  or  revolution,  or  while  the  elec¬ 
tion  was  being  carried  on,  or  if  he  should 
have  held  this  office  or  command  within  the 
six  months  preceding  the  coup  d’etat,  revo¬ 
lution,  or  election.  Furthermore,  in  no  case 
should  recognition  be  accorded  to  a  citizen 
expressly  and  unquestionably  disqualified  by 
the  Constitution  of  his  country  for  election 
as  President,  Vice-President  or  Chief  of 
State  designate.® 

Although  the  United  States  is  not  a  party 
to  the  Central  American  treaty  of  1923,  the 
State  Department  fathered  the  adoption  of 
these  principles,  and  it  is  consequently  mor¬ 
ally  obliged  not  to  recognize  as  president  of 
these  countries  any  person  disqualified  by  the 
local  constitution.  Acting  under  these  prin¬ 
ciples  the  United  States  has  declined  to  recog¬ 
nize  such  revolutionists  as  Huerta  in  Mexico, 
Tinoco  in  Costa  Rica,  Ayora  in  Ecuador,  and 
Chamorro  in  Nicaragua. 

EFFECT  OF  RECOGNITION 
POLICY  IN  HONDURAS 

Well  meaning  as  this  policy  may  be,  it 
has  led  to  results  which  its  authors  could 
hardly  have  anticipated,  as  the  following 
examples  show. 

In  1923,  President  Lopez  Gutierrez  was  in 
power  in  Honduras,  having  managed  to  sup- 

6.  Another  article  provided  that  no  government  of  Centrtl 
America  should  in  case  of  civil  war  intervene  in  favor  of  or 
against  the  government  of  the  country  where  the  struggle  takoo 
place.  Treaty  of  December  20,  1907,  Foreign  Relatione  of  13* 
United  Statee,  1907,  p.  696. 

6.  Conference  on  Central  American  Affaire,  Washington,  iMlf 
p.  289. 
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press  thirty-four  minor  revolutionary  out¬ 
breaks  in  the  preceding  four  years.  The 
State  Department,  carrying  out  the  spirit  of 
of  the  1923  treaty,  warned  the  candidates 
in  the  forthcoming  elections  that  if  any 
one  of  them  violated  the  rules  laid  down 
in  the  1923  treaty,  he  would  not,  if  elected, 
receive  the  recognition  of  the  United  States. 
The  election  then  took  place  and,  according 
to  a  number  of  observers.  General  Carias 
was  favored  by  a  majority  of  the  people.  But 
owing  to  the  control  of  the  ballot  box  by 
President  Gutierrez  no  candidate  received  a 
majority.  Thereupon  Gutierrez  decided  to 
stay  in  power  even  after  the  constitutional 
date  for  retirement.  This  decree  led  General 
Carias  to  take  the  field  in  a  revolutionary 
movement  which,  after  a  loss  of  1,500  lives 
and  eight  months’  fighting,  resulted  in 
Carias’  victory.  But  the  State  Department 
now  informed  Carias  that  since  he  had  led 
the  revolution  he  would  not  receive  the 
recognition  of  the  United  States  even  if 
elected  by  the  people.  Carias  pleaded  that 
the  revolution  had  been  necessary  to  get  rid 
of  a  dictator.  When  the  United  States  main¬ 
tained  its  position  Carias  obediently  decided 
not  to  run  for  office. 

UNITED  STATES’  INTERVENTION 
IN  NICARAGUA 

A  somewhat  similar  situation  arose  in 
Nicaragua  two  years  later. Following  the 
withdrawal  of  the  American  marines  from 
Managua,  in  August,  1925,  General  Cha¬ 
morro,  a  Conservative  leader,  threatened 
to  take  over  the  government  from  Presi¬ 
dent  Soldrzano.  Acting  under  the  prin¬ 
ciples  defined  in  the  1923  treaties,  the  State 
Department  instructed  the  American  Lega¬ 
tions  in  Central  America  to  announce  that 
if  he  became  president,  Chamorro  would 
not  be  recognized  by  the  United  States. 
Unlike  Carias  in  Honduras,  Chamorro  de¬ 
cided  to  defy  the  United  States — and  in 
this  it  is  understood  that  he  acted  on  the 
advice  of  his  lawyers  in  Washington.  On 
January  16,  1926,  he  had  himself  desig¬ 
nated  president  by  a  Congress  packed  with 
his  personal  supporters.  Meanwhile  Dr. 
Sacasa,  the  vice-president,  and  a  Liberal, 
had  been  forced  to  flee  the  country. 


Although  the  State  Department  declined 
to  recognize  Chamorro,  the  American  Col¬ 
lector  of  Customs  in  Nicaragua  paid  over 
revenues  to  the  de  facto  government.  The 
State  Department  informed  Sacasa,  upon 
his  visit  to  Washington  in  quest  of  aid,  that 
it  could  do  nothing  about  the  situation  ex¬ 
cept  to  not  recognize  Chamorro.  Failing  to 
find  help  in  the  United  States  against  a 
government  which  the  United  States  had 
refused  to  recognize,  Sacasa  turned  to 
Mexico,  which,  according  to  reports,  sup¬ 
plied  him  with  arms  and  ammunition  to  at¬ 
tack  the  Chamorro  regime. 

Meanwhile,  the  American  diplomatic 
representative  at  Managua  urged  Chamor¬ 
ro  to  resign  and  his  persuasion  was  finally 
successful.  On  November  10,  Senator 
Diaz,  another  Conservative,  was  designated 
president  by  a  hastily  convened  congress.® 
Diaz  was  recognized  by  the  United  States 
the  following  week,  despite  the  claims  of 
Sacasa’s  Liberal  supporters  that  he  was  the 
legitimate  president. 

Ostensibly  to  protect  American  and  for¬ 
eign  interests,  threatened  by  a  revival  of  the 
Liberal  revolution,  following  recognition  of 
Diaz,  the  United  States  dispatched  fifteen 
warships  and  5,000  men  to  Nicaraguan 
waters  during  the  winter  of  1926-27.  In 
March,  President  Coolidge  sent  a  special 
representative,  Mr.  Henry  L.  Stimson,  to 
Managua,  with  full  power  to  negotiate  a 
settlement  between  the  warring  factions. 
Mr.  Stimson  was  finally  compelled  to  inform 
both  sides  that  if  they  did  not  disarm  the 
United  States  would  force  them  to  do  so. 
Finally,  on  the  assurance  that  the  United 
States  would  supervise  the  election  of  a 
president  to  succeed  Diaz  in  1928,  the  Lib¬ 
erals  and  Conservatives  surrendered  their 
arms  to  the  American  forces.  During  May, 
American  marines  received  the  arms  and 
munitions  of  both  factions  and  since  that 
time  they  have  been  engaged  in  the  task  of 
disarming  independent  chiefs  who  refused  to 
abide  by  the  terms  of  the  settlement.  In 
the  process,  several  hundred  Nicaraguans 
have  been  killed,  according  to  press  re¬ 
ports. 


T.  A  more  complete  deacrtptlon  of  the  Nicaraguan  situation 
U  found  In  the  Information  Service,  Vol.  n,  No.  24,  United, 
ttatea  Policy  in  Nicaragua. 


8.  The  members  ejected  by  Chamorro,  following  his  coup 
d'etat,  were  Invited  to  take  their  seats  in  this  Congress.  Many 
Liberal  leaders,  however,  protested  that  they  were  under  duress. 
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OBLIGATIONS  IMPOSED 
BY  PRESENT  POLICY 

Judging  by  experiences  in  Honduras  and 
Nicaragua,  not  to  mention  the  unfortunate 
expedition  sent  by  President  Wilson  to 
Vera  Cruz  to  drive  Huerta  from  power  in 
Mexico,  it  seems  clear  that  our-  recogni¬ 
tion  policy  embroils  the  United  States  in 
the  internal  affairs  of  Latin  American 
states  without  giving  any  commensurate 
returns.  Within  the  last  few  months,  Nic¬ 
araguan  leaders  have  been  requesting  the 
State  Department  to  inform  them  whether 
or  not  they  are  eligible  candidates  for  the 
forthcoming  election.  This  policy  obliges 
the  American  State  Department  to  inter¬ 
pret  and  apply  the  constitution  of  each 
Latin  American  state,  as  well  as  the  pro¬ 
visions  of  the  treaty  of  1923,  to  several 
candidates;  and  no  matter  in  whose  favor 
the  State  Department  decides,  a  disgrun¬ 
tled  opposition  will  agitate  against  the 
United  States.  As  a  result  of  this  policy, 
many  strong  men  are  disbarred  from 
holding  office,  leaving  weak  men  as  can¬ 
didates,  who  in  many  cases  can  be  main¬ 
tained  in  office  only  with  the  moral  and 
physical  support  of  the  United  States.  It 
was  really  on  account  of  this  “recognition 
policy”  that  the  United  States  kept  Marine 
guards  at  Managua  from  1912  to  1925,  and 
sent  its  naval  forces  to  Nicaragua  in  1926. 

The  only  justification  for  this  recogni¬ 
tion  policy,  as  far  as  the  United  States  is 
concerned,  is  that  the  revolutions,  which 
it  is  designed  to  thwart,  injure  foreign  in¬ 
terests.  But  as  a  matter  of  fact,  this  policy 
has  increased  the  reasons  for  revolutions 
in  Latin  America,  and  therefore,  the  dam¬ 
age  to  foreign  interests.  When  the  United 
States  declines  to  recognize  a  government, 
such  as  the  Chamorro  Government  in  Nic¬ 
aragua,  the  opposing  factions  are  morally 
encouraged  to  drive  the  government  from 
power. 

RESULTS  FAIL  TO  JUSTIFY 
“ANTI-REVOLUTION”  POLICY 

Far  from  being  democratic,  this  anti¬ 
revolution  policy  results  in  the  indefinite 
maintenance  in  power  of  the  existing  ad¬ 
ministration.  It  is  a  notorious  fact  that  in 
many  Latin  American  countries  the  elec¬ 


U. 


tions  are  rigorously  controlled  by  the  ad¬ 
ministration  for  the  purpose  of  maintaining 
itself  in  office.  There  has  never  been  a 
case  in  the  history  of  Nicaragua  where  the 
government  in  power  has  suffered  defeat 
at  the  polls.  Revolution  is  the  only  instru¬ 
ment  by  which  the  people  of  such  countries 
may  obtain  a  new  government.  Any  policy 
which  merely  attempts  to  suppress  revolu¬ 
tions  in  Latin  America  perpetuates  dic¬ 
tatorship.  Such  was  the  purpose  of  the 
Holy  Alliance  of  1815. 

What  virtue  is  there  in  a  policy  which 
recognizes  dictatorships  in  Italy  and  in  Spain 
and  even  in  Chile  and  Peru,  where  forced 
elections  are  frequently  held,  and  which 
declines  to  recognize  them  in  Latin  Amer¬ 
ica?  It  would  appear  difficult  for  any  na¬ 
tion  to  build  up  durable  institutions  so  long 
as  the  United  States  recurrently  attempts 
to  impose  upon  that  nation  its  ideas  of  dem¬ 
ocracy,  which  presuppose  a  system  of  fair 
elections  and  a  literate  electorate — conditions 
which  do  not  as  a  rule  exist  in  the  countries 
of  Latin  America  and  not  always  in  some 
of  the  states  of  the  United  States. 

To  remedy  the  situation  in  which  our 
recognition  policy  has  placed  us,  we  must 
either  make  sure  that  fair  elections  are 
held  in  Latin  American  countries,  or  aban¬ 
don  our  present  recognition  policy  alto¬ 
gether.  We  now  have  undertaken  to  su¬ 
pervise  the  forthcoming  election  in  Nicar¬ 
agua.  While  the  supervision  of  Latin 
American  elections  by  the  United  States 
may  have  some  advantages,  it  also  pre¬ 
sents  grave  disadvantages.  These  were  il¬ 
lustrated  in  the  municipal  elections  in  Pan¬ 
ama  in  1912.  At  the  request  of  the  Panama 
Government  the  United  States  instructed 
the  American  infantry  regiment  stationed 
on  the  Isthmus  to  see  that  registration  and 
voting  in  the  forthcoming  elections  should 
be  fair.* 

When,  as  a  result,  the  opposition  party 
won,  the  Uni6n  Patridtica,  the  government 
party,  pretested  that  the  election  had  been 
carried  on  in  a  “fraudulent  and  scandalous 
manner.”^®  The  Minister  of  Foreign  Af¬ 
fairs  of  Panama  later  attempted  to  limit 
the  power  of  the  American  supervisors  in 

9.  Foreign  Relations  of  the  United  States,  1912.  p.  11*2. 

10.  md.,  p.  116S. 
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the  forthcoming  national  election,  while  he 
declined  to  disarm  the  police,  as  had  been 
suggested.  The  climax  was  reached  when, 
on  the  ground  that  the  American  supervi¬ 
sors  were  partial  to  the  opposition,  the 
Unidn  Patriotica  decided  that  its  members 
should  not  vote.” 

The  American  Minister  reported  that 
feeling  “is  intensely  bitter,  and  this  bitter¬ 
ness  is  naturally  directed  especially  against 
the  members  of  the  committee  and  to  some 
extent  against  Americans  in  general.  In 
fact,  rumors  of  violence  to  the  members  of 
the  committee  have  been  current.”” 

DIFFICULTIES  PRESENTED  BY 
SUPERVISION  OF  ELECTIONS 

While  the  forthcoming  supervised  elec¬ 
tion  in  Nicaragua  may  prove  the  contrary, 
it  would  seem  from  the  example  of  Panama 
that  the  defeated  party  in  a  supervised 
election  will  invariably  accuse  the  United 
States  of  partiality;  and  that  disputes  over 
the  powers  of  the  supervisors  may  arise 
which  may  create  ill-will.  Two  hundred 
American  supervisors  were  necessary  to 
watch  the  polls  in  the  Panama  elections, 
and  a  proportionately  greater  number 
would  be  necessary  in  a  more  populous 
country.  The  polls  must  also  be  policed,  if 
not  by  American  troops,  at  least  by  native 
guards  under  American  command.  How¬ 
ever,  if  the  plan  is  to  work,  it  must  be  ap¬ 
plied  before  internal  conflict  arises.  Had 
the  United  States  supervised  the  Nicarag¬ 
uan  elections  in  1924  trouble  might  have 
been  averted.  But  it  is  almost  impossible 
to  determine  when  or  where  trouble  will 
arise ;  consequently,  if  this  system  is  really 
to  make  revolution  ethically  unjustified,  it 
must  be  installed  throughout  all  of  the 
Caribbean  and  Central  American  countries, 
if  not  in  Mexico,  Ecuador  and  other  coun¬ 
tries  to  which  the  United  States  has  applied 
its  present  recognition  policy.  The  practi¬ 
cal  difiiculty  of  bringing  an  army  of  Ameri¬ 
cans  into  a  country  periodically  to  super¬ 
vise  elections  would  be  enormous,  and 
sooner  or  later  the  system  would  inevitably 
lead  to  ungrateful  criticism  by  the  local 
inhabitants.  It  is  doubtful  whether  such 

11.  lUd.,  p.  1162, 

11.  Hid.,  p.  1166. 


a  plan  would  be  acceptable  either  to  the 
people  of  Latin  America  or  to  the  people 
of  the  United  States. 

In  view  of  these  grave  difficulties,  it 
would  seem  more  desirable  to  abandon  our 
present  policy  of  recognizing  “constitution¬ 
al  governments”  and  recover  our  freedom 
to  recognize  any  government  which  proves 
its  existence  in  fact.” 

PROTECTION  OF  AMERICAN 
AND  FOREIGN  PROPERTY  RIGHTS 

Probably  as  much  hostility  in  Latin 
America  has  arisen  out  of  our  effort  to 
protect  property  interests  as  out  of  inter¬ 
vention  proper.  The  United  States  has 
frequently  made  representations  to  Latin 
American  Governments,  in  regard  to  al¬ 
leged  impairment  or  destruction  of  foreign 
property  rights.  Such  cases  arise  when  a 
government  expropriates  an  American  es¬ 
tate,  terminates  a  concession,  imposes  ex¬ 
cessive  taxation,  defaults  in  the  payment  of 
interest  on  bonds  held  by  foreigners,  or 
when,  owing  to  revolution  or  other  dis¬ 
order,  foreign  property  and  lives  are  in¬ 
jured  or  destroyed.  The  United  States  and 
European  governments  have  frequently 
held  Latin  American  countries  liable  for 
injuries  inflicted  upon  foreigners  during 
civil  war,  notwithstanding  the  rule  of  inter¬ 
national  law  to  the  contrary^*,  and  despite 
the  fact  that  the  United  States  and  Euro¬ 
pean  powers  have  always  declined  to  ac¬ 
cept  liability  for  damage  caused  by  revolu¬ 
tion  within  their  own  territories.  This  dis¬ 
crimination  has  naturally  irritated  Latin 
American  countries,  a  number  of  whom 
have  made  treaties  with  European  nations, 
in  which  the  latter  admit  the  non-liability 
of  their  governments  for  injuries  sustained 
at  the  hands  of  revolutionists,  provided  the 
damage  is  not  caused  through  the  fault  or 

13.  Chief  Justice  Taft  declared  in  the  British-Costa  Rica 
arbitration  case,  as  follows :  “The  merits  of  the  policy  of  the 
United  States  in  this  non-reco^ltion,  [of  the  Tlnoco  govern¬ 
ment,  established  by  a  “coup  d’f-tat”  in  1917]  it  is  not  lor  the 
arbitrator  to  discuss,  for  the  reason  that  in  his  consideration 
of  this  case,  he  is  necessarily  controlled  by  principles  of  inter¬ 
national  law,  and  however  justified  as  a  national  policy  non- 
recognition  on  such  a  ground  may  be,  it  certainly  has  not  been 
acquiesced  in  by  all  the  nations  of  the  world,  which  Is  a 
condition  precedent  to  considering  it  as  a  i>ostulate  of  inter¬ 
national  law.  .  .  .  Such  non-recognition  for  any  reason,  cannot 
outweigh  the  evidence  disclosed  by  this  record  before  me  as 
to  the  de  facto  character  of  Tinoco’s  government,  according  to 
the  standard  set  by  international  law.”  American  Journal  of 
International  Law,  1924,  p.  163.  He  therefore  ruled  that  the 
acts  of  the  Tinoco  government  were  not  made  Invalid  by  the 
refusal  of  the  United  States  to  recognize  it. 

14.  Borchard,  E.  M.,  Diplomatic  Protection  of  Citizens  Abroad, 
New  York,  1916,  pp.  288  ff. 
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negligence  of  the  authorities.  The  United 
States  has  not,  it  seems,  entered  into  any 
such  non-liability  agreement. 

EARLY  RELUCTANCE  OF 
UNITED  STATES  TO  PRESS  CLAIMS 

In  its  early  history  the  United  States  was 
more  reluctant  to  press  the  claims  of  its 
nationals  upon  Latin-American  states  than 
it  is  today.  In  1823,  John  Quincy  Adams, 
Secretary  of  State,  wrote  that  an  American 
making  a  contract  in  a  foreign  country  “has 
no  claim  whatsoever  to  call  upon  the  gov¬ 
ernment  of  his  nativity  to  espouse  his  claim, 
this  government  having  no  right  to  compel 
that  with  which  he  voluntarily  contracted  to 
the  performance  of  that  contract.”^® 

In  1856,  Secretary  of  State  Marcy  wrote, 
“The  Government  of  the  United  States  is  not 
bound  to  interfere  to  secure  the  fulfillment 
of  contracts  between  their  citizens  and  for¬ 
eign  governments,  it  being  presumed  that 
before  entering  into  such  contracts,  the  dis¬ 
position  and  ability  of  the  foreign  power  to 
perform  its  obligations  was  examined,  and 
the  risk  of  failure  taken  into  considera- 
tion.”i« 

In  1885  Secretary  of  State  Bayard  wrote 
that  the  American  Government  would  do 
nothing  more  than  draw  the  attention  of  a 
foreign  sovereign  to  a  contractual  claim  and 
this  would  be  done  only  when  the  claim  was 
“one  susceptible  of  strong  and  clear  proof.” 
He  declared  that  if  the  state  appealed  to 
denied  the  validity  of  the  claim  or  refused 
its  payment,  “the  matter  drops,  since  it  is 
not  consistent  with  the  dignity  of  the  United 
States  to  press,  after  such  a  refusal  or  de¬ 
nial,  a  contractual  claim  for  the  repudiation 
of  which  there  is  by  the  law  of  nations  no 
redress.”  When  the  alleged  debtor  state  de¬ 
clared  that  his  courts  were  open  to  the  pur¬ 
suit  of  the  claim  “this  by  itself  is  a  ground 
for  a  refusal  to  interpose.”^’ 

16.  J,  B.  Moore,  Digest  of  International  Law,  Vol.  VI,  p.  708. 

16.  Wharton,  Digest  of  International  Law,  Vol.  n,  p.  666, 
aa  In  Borchard,  Cited,  p.  287. 

17.  Moore,  cited.  Vol.  VI,  p.  716. 

The  United  States  has  made  a  distinction  between  contractual 
claims  and  tortious  claims,  which  now  appears  to  be  more 
hypothetical  than  real.  For  a  full  discussion,  see  Professor 
Borchard’s  standard  work.  The  Diplomatic  Protection  of  Citi- 
eens  Abroad,  particularly  Chapter  VII. 


GROWING  INVESTMENTS 
BRING  CHANGE  IN  POLICY 

Since  the  World  War  the  investments  of 
the  United  States  in  Latin  America  have 
grown  with  marked  rapidity.  It  is  estimated 
that  at  the  end  of  1927  the  United  States 
had  investments  in  Latin  America  amount¬ 
ing  to  $5,260,000,000,  in  comparison  with 
European  investments  there  of  $7,363,000,- 
000.  It  is  perhaps  only  natural  that,  with 
this  increase  of  American  investments,  the 
attitude  of  caution  which  Secretaries  Adams, 
Marcy  and  Bayard  displayed  toward  the 
protection  of  American  financial  interests 
abroad,  should  disappear.  One  of  the  few 
distinguishable  features  of  American  foreign 
policy  today  is  the  persistence  with  which 
our  government  seeks  openly  to  promote 
American  foreign  trade,  and  with  which  it 
protests  against  legislation,  even  before  en¬ 
actment,  which  in  the  eyes  of  the  American 
Government  may  impair  the  rights  of  Amer¬ 
ican  investors  or  discriminate  against  Amer¬ 
ican  business  interests  abroad  in  favor  of 
foreigners.  The  character  of  this  policy  is 
clearly  revealed  in  the  diplomatic  corres¬ 
pondence  relative  to  the  Guayaquil-Quito 
Railway  in  Ecuador,  the  Mexican  oil  and 
land  law  legislation  and  the  French  tariff 
legislation. 

The  United  States  has  frequently  justified 
interference  in  Latin  American  affairs  on  the 
ground  advanced  by  President  Roosevelt 
that  the  outside  world  cannot  tolerate  a  con¬ 
dition  of  chronic  disorder  and  instability 
This  government  seems  to  take  the  position 
that  only  those  states  which  carry  out  cer 
tain  minimum  obligations  are  entitled  to  be 
treated  as  sovereign  states,  with  which  other 
states  may  not  forcefully  interefere.  The 
American  State  Department  has  declared, 
“When  a  nation  has  invited  intercourse  with 
other  nations,  has  established  laws  under 
which  investments  have  been  lawfully  made, 
contracts  entered  into  and  property  rights 
acquired  by  citizens  of  other  jurisdictions,  it 
is  an  essential  condition  of  international 
intercourse  that  international  obligations 
shall  be  met  and  that  there  shall  be  no  resort 
to  confiscation  and  repudiation.”^* 


18.  Letter  of  Secretary  of  State  C.  E.  Hughes,  MexicM 
Claims  Convention,  U.  S.  Congressional  Record,  January  «i 
1924.  p.  1326, 


4 


85 


U.  S.  AND  Latin  America 


LATIN  AMERICA  RESENTS 

interference  by  united  states 

While,  from  the  ethical  standpoint,  some¬ 
thing  may  be  said  for  this  point  of  view,  for 
8  number  of  reasons  the  doctrine  is  naturally 
unpopular  in  Latin  America.  No  state  en¬ 
joys  being  represented  as  guilty  of  failure  to 
live  up  to  its  responsibilities ;  still  less  does 
it  enjoy  the  brusque  landing  of  troops  on 
its  soil.  Latin  American  spokesmen  may 
well  point  out  that,  under  the  present  sys¬ 
tem,  the  United  States  in  Wect  constitutes 
itself  the  sole  judge  of  Latin  America’s  obli¬ 
gations,  in  other  words,  the  money-lender  is 
the  judge  of  his  own  case.  They  contend,  on 
the  other  hand,  that  the  debtor  state  alone 
should  determine  the  extent  of  its  liabilities, 
—a  position  which  is  equally  untenable.  In 
order  to  enforce  this  point  of  view,  many 
Latin  American  states  have  written  into 
their  constitutions  or  into  contracts  with  for¬ 
eigners,  a  provision  that  disputes  between  a 
foreign  individual  and  the  government  must 
be  settled  in  the  last  instance  by  the  local 
courts  and  that  the  claimant  may  not  invoke 
the  protection  of  his  own  government.  This  is 
called  the  Calvo  Clause.^*  But  the  American 
Government — and  in  this  position  it  is  sup¬ 
ported  by  a  number  of  decisions  of  interna¬ 
tional  tribunals — ^has  never  recognized  the 
validity  of  the  Calvo  Clause  and  has  always 
insisted  on  maintaining  its  right  to  inter¬ 
pose  in  favor  of  wronged  Americans.  Thus 
a  situation  may  arise  in  which  an  American 
may  affix  his  signature  to  a  contract  agreeing 
to  waive  the  protection  of  his  government ; 
but  when  difficulties  later  occur,  the  Ameri¬ 
can  Government  may  nevertheless  come  to 
his  aid.  It  is  natural  for  Latin  Americans 
to  regard  a  person  who,  after  expressly  ac¬ 
cepting  the  Calvo  Clause,  later  benefits  from 
government  aid,  as  guilty  of  bad  faith.  The 
system  cannot  promote  a  feeling  of  confi¬ 
dence. 

The  Latin  American  states  have  also 
advocated  the  acceptance  of  the  so-called 
Drago  doctrine,^®  namely,  that  an  American 

11.  Carlos  Calvo  was  a  South  American  Jurist  and  the 
uthor  of  Le  Droit  Internationale  theorique  et  pratique.  Fifth 
•d..  1896.  6  Vols. 

20.  Senor  Luis  M.  Dragro  was  Minister  of  Forel^  Affairs  of 
Affentina.  His  point  of  view  is  expressed  In  an  article  by 
bim  entitled  Stats  Loans  in  Their  Relation  to  International 
Policy,  American  Journal  of  International  Law,  Vol.  1  (1907) 
P.  (92;  and  in  his  well-known  note  of  December  29,  1902, 
foreign  Relations  of  the  United  States,  1903,  pp.  1-6.  Cf.  also 
Ptof.  Amos  S.  Hershey,  The  Calvo  and  Drago  Doctrines,  Amerl- 
Journal  of  International  Law,  Vol.  I,  p.  26. 


state  would  not  be  subjected  to  armed  inter¬ 
vention  or  occupation  for  the  purpose  of 
collecting  a  public  debt.  The  second  Hague 
Peace  Conference,  which  met  in  1907,  drew 
up  a  convention  partially  adopting  this  doc¬ 
trine  in  which  the  parties  agreed  not  to 
have  recourse  to  armed  force  for  the  re¬ 
covery  of  contract  claims  unless  the  debtor 
state  refused  to  arbitrate  or  to  carry  out  the 
award.  While  this  convention  was  ratified 
by  the  United  States,  it  did  not  satisfy  the 
Latin  American  states.  By  implication  the 
convention  authorized  the  use  of  force  when 
a  state  was  not  financially  able  to  satisfy  an 
arbitral  award — a  condition  which  fre¬ 
quently  exists  in  Latin  America.*^  It  author¬ 
ized  no  bankruptcy  proceedings, — no  method 
of  liquidating  insolvency  except  by  force. 
The  Hague  Convention  has  not  prevented 
the  United  States  from  establishing  a  half- 
dozen  financial  receiverships  in  the  Carib¬ 
bean  and  Central  America,  the  object  of 
which  is  to  insure  payment  of  interest  on 
foreign  loanSc 

CONVENTIONS  RESTRICTING 
FREEDOM  OF  UNITED  STATES 

The  only  restrictions  which  the  United 
States  has  agreed  to  place  upon  its  freedom 
of  action  toward  Latin  America,  apart  from 
the  Hague  Convention,  are  contained  in  two 
conventions,  the  Pecuniary  Claims  Conven¬ 
tion  of  1902-1910,“  and  the  Pan  American 
Convention  for  the  Pacific  Settlement  of  Dis¬ 
putes,  signed  in  1923.  The  Voluntary 
Arbitration  treaties  of  1908  contain  no  spe¬ 
cific  obligation  to  arbitrate,  while  the  obliga¬ 
tions  of  the  Bryan  treaties  of  1914-1915  have 
been  embodied  in  the  Convention  of  1923.  In 
the  first  Convention  the  parties  agree  to  sub¬ 
mit  to  arbitration  all  claims  for  pecuniary 
loss  or  damage  presented  by  their  respective 
citizens  which  cannot  be  amicably  adjusted 
through  diplomatic  channels,  when  such 
claims  are  of  sufficient  importance  to  war¬ 
rant  the  expense  of  arbitration.  Such  dis- 

21.  In  one  sense  the  convention  marked  a  step  backward. 
It  authorized  the  use  of  force  under  certain  conditions  where 
previously  force  had  not  been  employed,  according;  to  the  prac¬ 
tice  of  the  United  States.  It  Is  uncertain,  under  the  conven¬ 
tion,  whether  the  debtor  state  may  demand  the  arbitration 
of  the  claim.  Borchard,  Diplomatic  Protection  of  Citizens 
Abroad,  pp.  321,  328. 

28.  Convention  of  August  11,  1910.  Treaties  of  the  United 
States.  Vol.  Ill,  p.  2922. 
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putes  will  be  referred  either  to  the  Interna¬ 
tional  Court  of  Arbitration  at  the  Hague  or 
to  a  special  jurisdiction.  In  either  case  it  is 
necessary  to  draw  up  a  special  agreement 
or  compromis,  which  must,  like  all  arbitra¬ 
tion  treaties,  be  submitted  by  the  American 
State  Department  to  the  Senate.  Conse¬ 
quently,  when  a  claim  arises,  not  only  must 
the  consent  of  the  foreign  offices  of  both 
governments  be  secured  for  its  submission 
to  arbitration,  but  the  consent  of  the  United 
States  Senate  is  also  necessary.  Failure  to 
secure  consent  for  the  settlement  of  the 
specific  claim  of  any  one  of  these  agencies 
will  defeat  arbitration.  Thus  the  principle 
of  compulsory  arbitration,  adopted  in  the 
Convention  of  1902,  is  greatly  weakened. 

Although  the  United  States  has  entered  . 
into  a  number  of  conventions  for  the  settle¬ 
ment  of  specific  claims  with  Latin  American 
countries,  it  does  not  appear  to  have  ever 
invoked  the  general  claims  Convention  of 
1902  as  the  basis  of  arbitration.^®  While 
the  latter  Convention  may  have  the  virtue 
of  defining  a  moral  principle,  it  has  had  little 
if  any  effect  on  actual  procedure. 

SCOPE  OF  THE 
1923  CONVENTION 

The  1923  Convention,  referred  to  above, 
obligates  the  United  States  to  refer  disputes 
which  cannot  be  settled  by  arbitration  or  dip¬ 
lomacy  to  ad  hoc  commissions  of  inquiry 
which  shall  report  upon  the  subject  within 
one  year.  During  this  period  and  for  six 
months  after  the  report  the  parties  are  obli¬ 
gated  not  to  go  to  war.®*  Since  1848,  how- 

23.  There  Is  no  mention  of  the  Pecuniary  Claims  Convention 
of  1910  in  the  Claims  Conventions  between  the  United  States 
and  Mexico  of  September,  1923. 

24.  Treaty  sigmed  at  Santiago,  May  3,  1923,  U.  S.  Treaty 
Series  No.  762.  These  Commissions  of  Inquiry  are  composed  of 
five  members,  all  nationals  of  American  States;  each  Govern¬ 
ment  shall  appoint  two  at  the  time  of  convocation,  only  one  of 
whom  may  be  a  national  of  Its  country.  The  fifth  shall  be 
chosen  by  common  accord  by  those  already  appointed  and 
shall  serve  as  President.  In  case  a  government  refuses  to 
accept  the  elected  member,  a  substitute  shall  be  appointed 
with  mutual  consent  of  the  parties  within  thirty  days.  In  the 
failure  of  agreement,  the  designation  shall  bo  made  by  the 
President  of  an  American  Republic  not  interested  in  the  dis¬ 
pute,  who  shall  be  selected  by  lot  by  the  Commissioners  al¬ 
ready  appointed  from  a  list  of  not  more  than  six  American 
Presidents  to  be  formed  as  follows :  each  Government,  party 
to  the  controversy,  shall  designate  three  Presidents  of  American 
States. 

Under  this  Treaty  any  one  of  the  Governments  Interested 
may  apply  for  the  Convocation  of  the  Commission  of  Inquiry, 
rhls  Is  done  by  communicating  this  decision  to  the  other  party 
and  to  one  of  the  two  Permanent  Commissions.  These  Com¬ 
missions  are  composed  of  the  three  diplomatic  agents  longest 
accredited  at  Washington  and  Montevideo,  the  seat  of  the 
Commissions.  These  Commissions  simply  receive  requests  and 
notify  the  other  party  immediately.  Once  the  request  is  received 
by  the  Permanent  Commission,  the  controversy  between  the 
oartles  "will  ipso  facto  be  susi>ended."  (Chapter  m). 


ever,  the  United  States  has  never  declared 
war  against  any  Latin  American  state.  In 
authorizing  the  invasion  of  Mexico  in  1914 
the  American  Congress  disclaimed  any  hos¬ 
tility  to  the  Mexican  people  or  any  intention 
to  make  war  upon  Mexico.®®  We  frequently 
land  troops  in  Nicaragua  or  in  Honduras  or 
in  Panama  without  declaring  war. 

As  far  as  the  relations  of  great  powers 
with  small  states  are  concerned — and  the  re¬ 
lations  of  Italy  and  Albania  are  another  in¬ 
stance  of  the  principle — ^the  distinction  be¬ 
tween  war  and  peace  is  losing  its  former 
importance.  It  is  therefore  more  important 
to  define  what  policy  the  United  States  should 
follow  toward  Latin  America  during  times 
of  peace  than  to  erect  obstacles  to  a  formal 
declaration  of  belligerency.  Through  various 
forms  of  pressure,  such  as  blocking  loans 
and  refusing  recognition,  a  strong  power  is 
able  to  compel  a  small  state  to  accept  its  de¬ 
mands  without  declaring  war  or  even  with¬ 
out  a  demonstration  of  force.  With  the 
growing  dependence  of  small  states  upon  out¬ 
side  finance,  this  indirect  method  of  control 
will  probably  be  more  important  in  the 
future  than  in  the  past. 

The  weakness  of  the  commission  of  in¬ 
quiry  plan  is  that  it  does  nothing  to  prevent 
the  growth  of  acrimony  until  the  outbreak  of 
war  is  imminent.  It  likewise  does  not  apply 
to  continuing  wrongs  or  cases  where  the 
facts  are  not  in  dispute.  At  this  point  a 
solution  is  extremely  difficult  to  find. 

As  one  means  of  checking  intervention  by 
the  United  States,  the  Latin  American  Gov¬ 
ernments  have  favored  the  strengthening  of 
the  Pan-American  Union.  They  have  tried 
to  establish  a  cooperative  conception  of  the 
Monroe  Doctrine,  in  place  of  the  traditional 
unilateral  conception,  under  which  the 
United  States  has  constituted  itself  the  sole 
judge  of  Latin  American  obligations.  An¬ 
other  effort  in  this  direction  will  probably 
be  made  at  the  forthcoming  conference  at 
Havana  early  in  1928.  Haiti,  Argentina,  the 
Dominican  Republic,  Mexico  and  Paraguay 
have  already  presented  propositions  for  con¬ 
sideration  there,  making  intervention  of 
one  state  in  the  affairs  of  another  state  a 
violation  of  international  law. 

26.  H.  J.  Resolution,  April  22,  1914.  U.  S.  Statutes  at  Large, 
Vol.  38,  p.  770. 


U.  S.  AND  Latin  America 


87 


At  preceding  conferences  the  United  States 
has  successfully  forestalled  any  serious  dis¬ 
cussion  of  such  proposals.  It  has  insisted 
that  the  Pan-American  movement  should 
confine  itself  to  non-political  subjects, — ^that 
the  Monroe  Doctrine  must  be  a  matter  for 
determination  by  the  United  States  alone. 
The  Pan-American  Union  has  been  regarded 
by  many  people  in  South  America  as  a  North 
American  appendage.  The  seat  of  the  Union 
is  in  Washington,  although  its  logical  place 
is  in  the  Caribbean.  Its  Director  General 
has  always  been  a  citizen  of  the  United 
States.  Unlike  the  League  of  Nations  or¬ 
ganization,  the  Pan-American  Union  does 
not  publish  its  budget  (which  is  made  up 
of  contributions  from  states  upon  the  basis 
of  population) ;  nor  does  the  Governing 
Board  of  the  Union,  which  meets  monthly, 
publish  its  minutes. 

GENEVA  OFFERS  FORUM 
FOR  LATIN  AMERICAN  STATES 

Disappointed  in  their  efforts  to  make  the 
Pan-American  Union  an  instrument  of  vital 
importance,  some  of  the  Latin  American 
States  have  apparently  turned  from  Wash¬ 
ington  to  Geneva.  Except  for  Mexico,  Costa 
Rica  and  Ecuador,  all  of  the  Latin  American 
States,  ranging  from  the  important  state  of 
Chile  to  the  tiny  state  of  Panama,  are  mem¬ 
bers  of  the  League.  While  Argentina  has 
attended  only  one  Assembly  of  the  League 
and  while  Brazil  has  served  notice  of  with¬ 
drawal,  there  are  signs  that  these  two 
states  will  renew  their  affiliation  in  the 
future.^®  It  might  be  pointed  out  that  Mex¬ 
ico,  Bolivia  and  Peru  did  not  attend  the  last 
Pan-American  Conference  at  Santiago. 

The  Third  Assembly  of  the  League  elected 
as  its  president  M.  Edwards  of  Chile;  the 
Fourth  Assembly  elected  as  president  M. 
Cosme  de  la  Torriente  Y  Peraza  of  Cuba; 
the  Eighth  Assembly  elected  M.  Guani  of 
Uruguay.  The  Council  has  been  presided 
over  by  M.  Da  Cunha  of  Brazil,  M.  Guani  of 

*5.  It  should  be  added  also  that  Ecuador  did  not  ratify  the 
Treaty  of  Versailles  and  has  never  Joined  the  League.  Costa 
“lea  Joined  in  1920,  but  resigned  in  1926.  Peru  has  not  co- 
•Wrated  in  the  work  of  the  I,eague  since  1923  and  Bolivia  has 
Bot  cooperated  since  1924.  Of  the  five  states  who  are  in  arrears 
to  the  contributions  to  the  League  of  Nations,  four  are  Latin 
^erlcan  states, — Bolivia,  Honduras,  Nicaragua,  Peru.  The 
®fth  state  is  China. 


Uruguay  and  by  M.  Villegas  of  Chile.  At 
Geneva  some  Latin  American  states  feel  that 
they  have  a  position  of  real  equality  which 
they  have  not  found  at  Washington. 

The  last  Assembly  elected  Cuba  a  member 
of  the  Council  of  the  League,  despite  the  fact 
that  it  is  subject  to  the  obligations  of  the 
Platt  Amendment  under  which  the  United 
States  has  from  time  to  time  intervened  in 
Cuba’s  affairs.  This  fact  has  caused  the 
Paris  Temps  considerable  worry ;  it  has 
stated  that  the  United  States  will  indirectly 
control  the  Latin  American  states  repre¬ 
sented  on  the  Council.^* 

At  the  Eighth  Assembly  of  the  League, 
the  delegate  of  Panama  took  occasion  to  air 
the  grievances  of  his  government  against  the 
United  States.  In  the  course  of  his  address, 
the  delegate  said: 

“I  therefore  consider  that  it  would  be  well  to  in¬ 
troduce  and  maintain  the  practice  of  inviting  the 
Members  of  the  League  to  come  here  from  time 
to  time  and  explain,  possibly  without  any  definite 
intention  of  their  discussion  or  settlement,  cir¬ 
cumstances  and  conditions  which  in  any  way  in- 
fiuence  their  international  life.  .  .  .  Panama  de¬ 
sires  to  inaugurate  this  practice  as  a  proof  of 
her  profound  respect  for  the  League  .  .  .” 

He  then  proceeded  to  criticize  the  stand 
of  the  United  States  upon  the  pending  Pan¬ 
ama  Treaty,  and  declared  that  it  was  “un¬ 
thinkable”  that  the  United  States  “in  a  dis¬ 
pute  with  a  small,  weak  country,”  should  re¬ 
fuse  to  submit  to  impartial  judges  a  matter 
arising  out  of  the  interpretation  of  a  treaty, 
and  still  more  unthinkable  that  it  should  at¬ 
tempt  to  impose  its  own  interpretation  by 
some  extrajudicial  means.^'^ 

These  criticisms  of  the  United  States  may 
be  repeated  annually  at  Geneva,  but  it  is 
difficult  to  answer  them  effectively  since 
there  is  no  representative  of  the  United 
States  at  Geneva  to  reply. 

LEAGUE  COVENANT  GUARANTEES 
TERRITORIAL  INTEGRITY 

The  Covenant  of  the  League  of  Nations 
guarantees  the  territorial  integrity  of  each 

26.  Gulliane,  "Les  rfsponsibilitfs  Amtricaines  21  GenSve.”  he 
Temps,  November  S,  1927. 

27.  Verbatim  Record  of  the  Eighth  Ordinary  Session  of  the 
League  of  Rations,  Eleventh  Plenary  Meeting,  September  10, 
1927.  p.  8. 
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of  its  members  against  external  aggression. 
Under  League  procedure,  a  Latin  American 
State  is  entitled  to  invoke  at  once  the  pro¬ 
tection  of  the  Council  of  the  League  of  Na¬ 
tions,  should  the  United  States  intervene 
within  its  territory. 

Article  17  of  the  Covenant  provides  that 
in  the  event  of  a  dispute  between  a  member 
of  the  League  and  a  non-member,  the  non¬ 
member  shall  be  invited  to  accept  the  obli¬ 
gations  of  membership  for  the  purpose  of 
the  dispute,  i.  e.,  it  shall  be  invited  to  sub¬ 
mit  its  dispute  to  arbitration  or  to  concilia¬ 
tion  by  the  Council.  If  the  state  declines 
the  invitation,  and  resorts  to  war  against  a 
member  of  the  League,  the  military  and 
economic  sanctions  provided  in  Article  16  of 
the  Covenant  shall  be  imposed. 

Despite  the  fact  that  the  League  would 
probably  not  impose  these  sanctions  against 
the  United  States,  it  could  focus  world 
opinion  against  us.  From  a  legal  standpoint, 
the  relationships  of  Latin  America  to  the 
United  States  have  been  revolutionized  by 
the  League  of  Nations.  Instead  of  relying 
upon  the  Monroe  Doctrine  for  their  safety, 
the  Latin  American  states  may  rely  upon 
Article  10  of  the  Covenant,  which,  unlike  the 
Monroe  Doctrine,  guarantees  them  against 
unjustified  intervention  by  the  United  States 
as  well  as  by  European  powers.  The  old 
argument,  that  Latin  America  must  rely 
upon  the  Monroe  Doctrine  for  protection 
against  Europe,  theoretically,  therefore, 
falls  to  the  ground.  While,  so  far,  the 
League’s  guarantee  may  not  have  had 
any  effect  upon  the  freedom  of  action  of 
the  United  States,  it  might  conceivably 
have  such  an  effect  in  the  future.  Ac¬ 
cording  to  one  interpretation,  Article  21 
of  the  Covenant,  which  recognizes  the 
validity  of  the  Monroe  Doctrine,  would 
bar  the  interference  of  the  League  and  en¬ 
forcement  of  the  sanctions  of  the  Covenant 
against  the  United  States  in  Latin  America. 
But  since  the  only  state  interested  in  defend¬ 
ing  the  Monroe  Doctrine  is  not  a  member 
of  the  League,  this  interpretation  will  not  in 
all  probability  be  accepted,  in  so  far  as 
League  jurisdiction  over  Latin  American  dis¬ 
putes  is  concerned. 


_ ^ 

LEAGUE  MAY  TAKE 
COGNIZANCE  OF  INTERVENTION 

It  should  be  pointed  out,  however,  that  the 
League  Covenant  does  not  prevent  interven-  ' 
tion,  provided  it  is  for  purposes  recognized 
by  the  League  Council,  and  is  subject  to 
international  control.  While  the  Covenant 
guarantees  its  members  against  aggression, 
it  does  not  protect  them  from  wrong  doing. 
In  case  of  the  chronic  unwillingness  or  in¬ 
ability  of  a  backward  government  to  fulfill 
its  obligations  to  the  world,  the  League  would 
undoubtedly  decide  that  “intervention”  was 
not  “aggression”  within  the  meaning  of  the 
Covenant. 

Sometimes  it  may  be  necessary  to  act  im¬ 
mediately  to  prevent  great  interests  from  be¬ 
ing  irretrievably  damaged.  If  such  actions 
are  bona  fide,  they  are  not  necessarily  pro¬ 
hibited.  The  Committee  of  Jurists,  who  in¬ 
terpreted  the  Covenant  in  connection  with 
the  Corfu  affair,  stated  that  “coercive  mea¬ 
sures  which  are  not  intended  to  constitute 
acts  of  war  may  or  may  not  be  consistent” 
with  the  Covenant,  and  it  is  for  the  Council 
of  the  League  of  Nations  to  decide.** 

While  the  League  of  Nations  Covenant 
does  not  necessarily  rule  out  the  temporary 
intervention  of  the  United  States  in  Latin 
America,  the  procedure  of  the  League  does 
provide  that  such  intervention  should  be 
subject  to  the  control  of  the  Council  which 
shall  decide  whether  or  not  this  intervention 
is  justified. 

NEED  FOR  AMERICAN 
MACHINERY  TO  SETTLE  DISPUTES 

In  view  of  the  grave  difficulties  which  may 
arise  out  of  any  attempt  to  apply  this  pro¬ 
cedure  to  Latin  America,  and  in  view  of 
the  hostility  which  Latin  American  States 
may  foment  against  the  United  States  from 
a  forum  located  at  Geneva,  it  would  seem 
desirable  to  localize  disputes  between  Latin 
America  and  the  United  States — and  this  can 
be  done  only  by  the  establishment  of  Ameri¬ 
can  machinery  which  will  command  as  much 
confidence  in  Latin  America  as  do  the  organs 
of  the  League. 

28.  OBMaX  Journal  of  the  League  of  Nations,  1924,  p.  9^^- 
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In  demanding  that  foreign  governments 
respect  American  lives  and  property,  the 
American  Government  is  standing  on  sound 
ground  in  international  law.  But  under  the 
present  system  of  international  law,  apart 
from  special  agreements  to  the  contrary, 
each  power  decides  for  itself  whether  or  not 
another  state  has  fulfilled  its  obligations.  In 
other  words  each  state  is  both  judge  and 
party  to  the  dispute.  As  long  as  disputes 
are  confined  to  great  powers,  evenly  matched 
in  strength,  a  compromise  is  usually  arrived 
at,  containing  elements  of  justice  to  both  par¬ 
ties.  But  when  one  great  state  makes  de¬ 
mands  upon  a  small  state,  this  balance  is 
upset,  and  the  chances  are  that  the  great 
state,  without  a  declaration  of  war  or  even 
a  demonstration  of  force,  gets  its  way.  Un¬ 
der  this  system,  the  Latin  American  govern¬ 
ments  and  people  cannot  always  believe  that 
the  United  States  is  wholly  disinterested  in 
its  demands,  or  that  the  demands  are  con¬ 
fined  to  legitimate  scope. 

How  may  the  present  situation  be  altered  ? 
There  are  those,  especially  in  Latin  America, 
who  advocate  a  doctrine  of  complete  non¬ 
intervention.  But  this  doctrine  would  im¬ 
pose  no  restrictions  upon  the  most  outrage¬ 
ous  and  dishonest  acts  of  states  doing  vital 
injury  to  foreign  interests.  With  the  grow¬ 
ing  economic  and  cultural  unity  of  the  world, 
the  doctrine  of  non-intervention  when  inter¬ 
preted  to  mean  the  absence  of  any  interna¬ 
tional  restraint,  is  certainly  no  longer  ten¬ 
able,  Nevertheless,  the  United  States  could 
reduce  the  necessity  for  intervention  in 
Latin  America  by  abandoning  its  present 
policy  of  only  recognizing  so-called  constitu¬ 
tional  governments.  We  have  already  seen 
the  absurd  position  in  which  this  doctrine 
has  sometimes  placed  us.  The  United  States 
should  return  to  its  former  policy  of  recog¬ 
nizing  de  facto  governments.  It  should  use 
its  good  offices  to  bring  about  the  revision  of 
the  Central  American  Treaties  of  1923. 

In  the  second  place,  the  United  States 
should  take  the  initiative  in  establishing 
machinery  to  arbitrate  claims  of  American 
citizens  against  Latin  American  countries  as 
they  arise.  Such  machinery  would  save 
Latin  American  countries  tremendous  sums 
in  interest  which  in  the  past  they  have  some¬ 


times  been  obliged  to  pay  upon  accumulated 
claims  when  settlement  is  finally  reached. 

TINOCO  CASE  EXAMPLE 
OF  JUDICIAL  SETTLEMENT 

A  careful  review  of  the  decision  of  Chief 
Justice  Taft  in  the  Tinoco  concession  case,  or 
of  the  American-Mexican  General  Claims 
Commission,  reflects  the  obvious  earnestness 
of  the  judges  in  their  efforts  to  test  the  gen¬ 
uineness  of  the  claims  placed  before  them. 
In  the  Tinoco  concession  case  Chief  Justice 
Taft  had  to  decide  whether  or  not  the  Costa 
Rican  Government  should  pay  the  claims 
made  against  it  by  the  British  Government 
in  behalf  of  the  Royal  Bank  of  Canada  and 
of  an  oil  concessionaire.  Shortly  before  the 
Tinoco  government  went  out  of  power,  it 
secured  an  advance  of  $200,000  from  the 
Royal  Bank  of  Canada,  the  repayment  of 
which  the  Bank  demanded  from  the  succeed¬ 
ing  government.  In  discussing  the  question. 
Chief  Justice  Taft  stated  that  the  bank  “must 
make  out  its  case  of  actual  furnishing  of 
money  to  the  government  for  its  legitimate 
use.”  But  it  had  not  done  so.  The  bank 
knew  that  the  money  was  to  be  used  by  the 
retiring  president,  F.  Tinoco,  for  his  per¬ 
sonal  support  after  he  had  fled  to  a  foreign 
country  and  by  his  brother,  who  received 
from  this  loan  his  salary  as  Minister  to  Italy 
for  four  years  in  advance.  Such  payments 
were,  according  to  Chief  Justice  Taft,  “for 
obviously  personal  and  unlawful  uses  of  the 
Tinoco  brothers.”  It  could  not  now  be  made 
the  basis  of  a  claim  that  it  was  for  any  legiti¬ 
mate  governmental  use  of  the  Tinoco  gov¬ 
ernment.*® 

In  the  oil  concession  granted  by  the  Costa 
Rica  Government  in  1918,  Amory  &  Son  of 
New  York,  the  original  beneficiary,  was 
granted  certain  exemptions  from  taxation. 
It  also  agreed  to  pay  certain  taxes  into  the 
Costa  Rican  Treasury.  This  concession  was 
granted  by  the  President  of  Costa  Rica,  and 
approved  by  the  Chamber  of  Deputies.  But 

2S.  Following  the  death  of  Jose  Tinoco  in  1919  the  Costa 
Rican  Government  prosecuted  a  suit  of  {100,000  against  his 
estate,  which  was  compromised  by  a  mortgage  given  by  his 
widow  for  $100,000.  But  Chief  Justice  Taft  ruled  that  the  Costa 
Rican  Government  could  not  repudiate  the  claim  of  the  Royal 
Bank  and  also  take  this  mortgage.  Consequently  he  ruled  that 
Costa  Rica  should  assign  the  mortgage  to  the  bank.  “Arbitra¬ 
tion  between  Great  Britain  and  Costa  Rica,'*  American  Journal 
0/  International  Law,  January,  1924,  pp.  147,  168. 
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the  Costa  Rican  constitution  provides  that 
both  houses  of  Congress,  meeting  as  a  single 
body,  must  approve  laws  in  regard  to  direct 
or  indirect  taxes.  Consequently,  Chief  Jus¬ 
tice  Taft  ruled  that  the  concession  was  in¬ 
valid  under  the  Constitution  of  1917,  and 
therefore  could  not  be  enforced  by  an  ar¬ 
bitral  proceeding.®® 

Another  interesting,  if  brief,  judgment 
was  handed  down  in  the  Neer  case  by  the 
General  Claims  Commission  of  the  United 
States  and  Mexico,  in  an  opinion  rendered 
October  15,  1926.  This  claim  was  pre¬ 
sented  by  the  United  States  in  behalf  of 
Mrs.  Neer,  the  widow  of  an  American  mine 
superintendent  who  had  been  murdered  in 
Mexico.  It  was  alleged  that  his  family  sus¬ 
tained  damages  in  the  sum  of  $100,000, 
and  that  the  Mexican  authorities  had 
showed  an  unwarrantable  lack  of  diligence 
in  prosecuting  the  culprits. 

In  determining  whether  this  claim  should 
be  allowed,  the  Commission  declared  that  the 
grounds  for  liability  depended  upon  whether 
there  was  convincing  evidence  (1)  that  the 
authorities  administering  the  Mexican  law 
acted  in  an  outrageous  way,  in  bad  faith,  or 
in  wilful  neglect  of  their  duties;  (2)  that 
Mexican  law  rendered  it  impossible  for  them 
properly  to  fulfill  their  task.  The  United 
States  Government  made  no  attempt  to  estab¬ 
lish  the  latter  point.  The  first  point  was 
negatived  by  the  full  record  of  the  police  and 
judicial  authorities  produced  by  the  Mexican 
Government  before  the  Commission.  While 
the  Commission  believed  that  better  methods 
of  handling  the  case  could  have  been  used, 
it  found  from  the  record  that  the  local 
authorities,  on  the  very  night  of  the  trage¬ 
dy,  went  to  the  spot  where  the  killing  took 
place  and  examined  the  corpse;  that  the 


30.  The  decision  may  have  far-reaching  consequences,  if  fol¬ 
lowed  elsewhere.  For  ezamvie,  the  Chinese  Government  has  de¬ 
nied  the  validity  of  the  1915  treaties  by  which  Japan  secured  the 
extension  of  Its  lease  in  Manchuria,  on  the  ground  that  these 
treaties  were  not  approved  by  the  Chinese  Parliament  in  ac¬ 
cordance  with  the  Chinese  Constitution.  So  far,  the  Japanese 
Government  has  declined  to  accept  this  point  of  view,  which 
would  seem  to  receive  support  from  the  above  decision. 

The  spirit  with  which  Mr.  Taft  handed  down  this  judgment 
is  shown  from  the  concluding  paragraph ;  “So  far  as  the 
payment  of  the  expenses  of  the  arbitration  is  concerned,  I 
know  of  none  for  me  to  flx.  Personally,  it  gives  me  pleasure 
to  contribute  my  service  in  the  consideration,  discussion  and 
decision  of  the  questions  presented.  I  am  glad  to  have  the 
opportunity  of  manifesting  my  intense  interest  in  the  promo¬ 
tion  of  the  judicial  settlement  of  international  disputes;  and 
accept  as  full  reward  for  any  service  I  may  have  rendered, 
the  honor  of  being  chosen  to  decide  these  important  issues  be¬ 
tween  the  high  contracting  parties." 


following  day  witnesses  were  examined; 
that  arrests  were  made ;  and  that  the  per. 
sons  suspected  were  subsequently  released 
for  want  of  evidence.  In  rebuttal  the 
American  Government  offered  nothing  but 
affidavits  stating  individual  impressions. 
Therefore,  “in  the  light  of  the  entire  record 
in  the  case  the  Commission  is  not  prepared 
to  hold  that  the  Mexican  authorities  have 
shown  such  lack  of  diligence  or  such  lack 
of  intelligent  investigation  in  apprehending 
and  punishing  the  culprits  as  would  render 
Mexico  liable  before  this  Commission.”®^ 

Had  these  cases  been  left  to  diplomatic 
settlement,  it  is  not  improbable  that  the 
defendant  government  would  have  finally 
been  forced  to  accept  the  demands  of  the 
United  States.  But  through  arbitral  pro¬ 
cedure,  claims  may  be  weighed  and  exam¬ 
ined  according  to  rules  of  evidence  and  to 
principles  of  international  law.  Thus,  out  of 
the  fifty-one  claims  against  Mexico  submitted 
by  the  United  States,  the  General  Claims 
Commission  rejected  fifteen  claims  outright; 
while  it  scaled  down  the  total  claimed  by  the 
United  States  from  $3,790,796  to  $2,221,659. 

FINANCIAL  CLAIMS 
EASILY  ARBITRATED 

International  disputes  may  be  divided 
roughly  into  two  classes:  (1)  those  affecting 
states  as  such,  (2)  those  in  which  the  state 
merely  acts  in  behalf  of  individuals  institut¬ 
ing  a  claim.  This  second  category  comprises 
the  disputes  which  arise  out  of  the  infringe¬ 
ment  of  the  rights  of  an  alien  investor  or 
business  man  in  a  foreign  country.  While 
few  states  so  far  have  proved  willing  to  sub¬ 
mit  all  disputes  of  the  first  type  to  arbitra¬ 
tion,  there  is  no  good  reason  why  they  should 
not  submit  disputes  of  the  second  type  to 
judicial  settlement.  In  fact,  the  United 
States  has  solemnly  recognized  this  principle 
so  far  as  pecuniary  claims  are  concerned  by 
ratifying  the  Convention  of  1902-1910.  A 


31.  Neer  v.  Mexico,  American  Journal  of  International  Lav, 
July,  1927,  p.  66S.  The  head-note  of  the  case  stated,  “The 
treatment  of  an  alien,  in  order  to  constitute  an  International 
delinquency,  should  amount  to  an  outrage,  to  bad  faith,  to  wilfnl 
neglect  of  duty,  or  to  an  Insufficiency  of  governmental  action 
so  far  short  of  international  standards  that  every  reasonahie 
and  impartial  man  would  readily  recognize  Its  insufficiency. 
Whether  the  insufficiency  proceeds  from  deficient  execution  of 
an  intelligent  law,  or  from  the  fact  that  the  laws  of  th* 
country  do  not  empower  the  authorities  to  measure  up  to  inter¬ 
national  standards,  is  Immaterial." 
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supplementary  agreement,  however,  is  neces¬ 
sary  to  make  this  agreement  effective.  Some 
standing  commission  or  tribunal  must  be  es¬ 
tablished  which  may  take  jurisdiction  over 
cases  as  they  arise,  and  so  obviate  the  labor¬ 
ious  procedure  of  negotiating  an  independent 
agreement  each  time  claims  are  presented. 

EUROPEAN  CLAIMS  SETTLED 
THROUGH  THE  WORLD  COURT 

A  method  must  be  devised  of  settling  by 
judicial  means  the  claims  not  only  of  the 
United  States  but  of  Europe  against  Latin 
America.  The  latter  problem  is  compara¬ 
tively  simple.  Those  European  states  which 
adhere  to  the  League  of  Nations  and  to  the 
World  Court  have  not  the  slightest  justifi¬ 
cation  for  the  use  of  extra-legal  means  to 
enforce  their  views  on  Latin  America. 
Machinery  already  exists  whereby  their 
claims  may  be  determined.  This  procedure 
would  be  facilitated  by  the  acceptance  of  the 
optional  clause  in  the  statute  of  the  World 
Court  by  the  Latin  American  and  European 
countries  or  by  the  establishment  of  Euro- 
pean-American  claims  tribunals. 

The  chief  difficulty  arises  in  connection 
with  the  claims  of  the  United  States,  which 
will  probably  be  more  numerous  in  the  future 
than  those  of  European  claims  against  Latin 
America.  The  United  States  has  not  adhered 
to  the  Permanent  Court  of  International 
Justice  and  it  is  impracticable  to  suggest 
that  our  claims  be  submitted  to  that  tribunal. 
Moreover,  from  the  standpoint  of  principle, 
it  would  seem  unwise  to  take  claims  of  in¬ 
dividuals  to  the  Hague.  If  a  claims  tribunal 
is  to  perform  its  duties  adequately,  it  should 
work  on  or  near  the  spot.  Any  wholesale 
attempt  to  submit  claims  to  the  Permanent 
Court  of  International  Justice  would  ob¬ 
viously  involve  great  expense  and  delay. 

PROPOSAL  OF  INSTITUTE 
OF  INTERNATIONAL  LAW 

The  American  Institute  of  International 
Law  has  recently  proposed  the  establishment 
of  a  Pan  American  Court  of  Justice®^  having 
obligatory  jurisdiction  in  cases  involving 


(1)  the  interpretation  of  a  treaty,  (2)  the 
existence  of  any  fact  which,  if  established, 
would  constitute  a  breach  of  international 
obligation,  (3)  the  nature  and  extent  of 
reparation  to  be  made  for  the  breach  of  an 
international  obligation,  (4)  the  interpreta¬ 
tion  of  a  sentence  passed  by  a  court. 

This  court  would  be  composed  of  a  judge 
appointed  by  each  of  the  American  Repub¬ 
lics.  Each  party  would  also  name  a  Can¬ 
adian  jurist,  one  of  whom  should  be  selected 
by  lot  to  be  a  member  of  the  court.  The  first 
half  of  this  list  of  judges,  as  determined  by 
lot,  would  form  the  Court  of  First  Instance, 
the  second  half  should  form  a  Court  of  Ap¬ 
peal.  If  the  name  of  the  delegate  of  the 
United  States  should  be  drawn  before  that 
of  Canada,  he  would  be  placed  on  the  Court 
of  First  Instance,  while  the  Canadian  dele¬ 
gate  would  go  on  the  Court  of  Appeal,  and 
vice  versa.  This  arrangement  thus  insures 
a  representative  of  Anglo-Saxon  law  on  each 
tribunal. 

Both  from  the  standpoint  of  jurisdiction 
and  of  composition,  this  court  seems  to  be 
impracticable.  In  fact,  it  was  not  considered 
at  the  meeting  of  American  jurists  at  Rio 
de  Janiero  in  April,  1927,  who  met  to  pre¬ 
pare  drafts  to  be  laid  before  the  forthcoming 
Havana  Conference.  As  far  as  jurisdiction 
is  concerned,  such  a  court  would  have  the 
power  to  decide  whether  or  not  the  United 
States  had  sovereignty  over  the  Panama 
Canal — a  question  which  involves  the  inter¬ 
pretation  of  a  treaty.  It  is  doubtful  whether 
the  United  States  would  ever  grant  a  tribunal 
any  such  power.  From  the  standpoint  of 
composition,  this  tribunal  would  be  composed 
of  nine  Latin  American  judges  and  one 
North  American  judge — nine  representatives 
of  debtor  states  and  of  the  Civil  law,  against 
one  representative  of  the  creditor  state  and 
the  Common  law.  The  fear  of  the  United 
States  of  a  tribunal  weighted  with  Latin 
Americans  was  illustrated  in  connection  with 
the  Santa  Isabel  case  which  came  before 
the  Special  Claims  Commission  set  up  be¬ 
tween  the  United  States  and  Mexico  in  Feb¬ 
ruary,  1926.  This  was  a  claim  of  the  heirs 
of  Americans  who  had  been  killed  by  bandits 
under  Pancho  Villa  in  1916.  The  Commis¬ 
sion  was  composed  of  one  judge  from  Mex- 


12.  Project  No.  28,  Codification  of  American  International 
Pan  American  Union,  Waahlnffton,  1926,  p.  106. 
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ico,  one  judge  from  the  United  States  and  a 
third  judge  from  Brazil.  The  latter  judge 
had  been  selected  by  agreement  between  the 
United  States  and  Mexico.  In  this  case  the 
Commission,  in  an  opinion  by  the  Brazilian 
judge,  rejected  the  claim  for  damages  on 
the  ground  that  the  act  was  committed  by 
bandits,  for  whom  Mexico  was  not  respon¬ 
sible  under  the  treaty.  It  was  an  act  of 
force  majeure  or  of  fortuitous  circum¬ 
stances.  The  court  said:  “To  impose  on 
the  Mexican  Government  the  obligation  to 
guard  every  foreigner  who  enters  the 
country  in  an  abnormal  situation  is  to  im¬ 
pose  upon  it  an  impossible  task.  .  . 

This  judgment  brought  forth  much  criti¬ 
cism  from  certain  circles  in  the  United 
States  and  it  was  even  charged  that  the  judg-- 
ment  was  due  to  improper  influence  upon  the 
Brazilian  judge.®* 

Following  the  expression  of  such  senti¬ 
ments,  the  Brazilian  judge  resigned  and  since 
that  time  the  Special  Claims  Commission  has 
not  met.  Whether  or  not  the  criticism  of 
the  United  States  against  this  judgment  was 
or  was  not  justified,  the  fact  remains  that 
suspicion  is  great  in  this  country  that  a  court 
containing  a  great  preponderance  of  Latin 
American  judges  would  invariably  decide 
against  the  United  States.  Any  Pan  Ameri¬ 
can  Court  in  which  the  United  States  could 
have  only  one  out  of  ten  judges  could  not 
receive  the  approval  of  tho  United  States 
Senate. 

PROPOSED  CLAIMS 
TRIBUNALS 

Some  new  formula  must  therefore  be  pro¬ 
duced.  Instead  of  attempting  to  establish  a 
single  Pan  American  Court  of  Justice,  to 
which  all  American  states  may  have  access, 
it  would  be  more  expedient  for  the  United 
States  to  negotiate  a  separate  Claims  Con¬ 
vention  with  each  Latin  American  country 
providing  for  the  compulsory  arbitration 
of  individual  claims  by  a  standing  tribunal. 

33.  Cosos  de  Santa  Isabel,  “Ante  la  ComiaiAn  Especial  Ae 
Reclamaciones,  Mexico  Y  loa  Estados  Unldoa,”  No.  449,  Im- 
prenta  de  la  Secretarla  de  Relacionea  Bzteriores,  1926,  p.  94. 

S4.  Keso  York  American,  Noyember  2B,  1927. 
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This  court  would  thus  have  much  less 
jurisdiction  than  the  court  proposed  by 
the  American  Institute  of  International 
Law. 

At  any  time  during  the  interval  between 
sessions,  either  party  should  be  allowed  to 
refer  a  dispute  over  a  claim  to  the  Director 
General  of  the  Pan  American  Union  who 
could  enter  it  on  the  docket  of  the  court 
The  reference  of  such  a  dispute  to  the  Di¬ 
rector  General  of  the  Pan  American  Union 
should  at  once  bring  to  an  end  all  diplomatic 
correspondence,  and  the  pressure  and  hag¬ 
gling  which  accompanies  it.  This  procedure 
was  adopted  in  1923  in  the  Pan-Ameri¬ 
can  Treaty  for  the  Settlement  of  Disputes. 
It  would  automatically  transfer  a  dispute 
from  the  realm  of  diplomacy  to  a  court 
of  law.  In  case  no  disputes  are  referred 
to  the  tribunal  during  the  period  follow¬ 
ing  its  last  session  the  two  governments 
may  agree  to  postpone  the  session  until 
the  next  regular  date. 

COMPOSITION  OF 
PROPOSED  TRIBUNALS 

The  tribunal  should  be  composed  of  a  judge 
from  each  of  the  two  countries  and  a  third 
judge,  preferably  a  non- American.  If  within 
a  stated  period  before  the  session  of  the 
tribunal  the  two  governments  concerned 
have  not  agreed  upon  a  third  judge,  the 
Director  General  of  the  Pan  American  Union 
should  be  authorized  to  choose  by  lot  such  a 
judge  from  a  standing  panel  of  five  names 
chosen  by  each  Pan  American  Conference.” 

If  a  claim  is  not  filed  before  such  a  trib¬ 
unal  within  three  years  it  should  become  out¬ 
lawed.  Any*  such  system  should  provide 
some  method  for  re-hearing  cases  or  provid- 

36.  That  thla  procedure  is  practical  is  shown  by  the  fact 
that  a  almtiar  procedure  was  written  into  the  Paris  Peace 
Treaties  in  regard  to  members  of  the  Mixed  Arbitral  Tribunal!. 
Article  304  of  the  Treaty  of  Versailles  states  that  each  Arbitral 
Tribunal  shall  consist  of  three  members.  “Each  of  the  ger- 
ernments  concerned  shall  appoint  one  of  these  members.  Tb* 
President  shall  be  chosen  by  agreement  between  the  two  Gov¬ 
ernments  concerned. 

“In  case  of  failure  to  reach  agreement,  the  President  of 
the  Tribunal  and  two  other  persons,  either  of  whom  may  in 
case  of  need  take  bis  place,  ^all  be  chosen  by  the  Council  of 
the  League  of  Nations.  ...  If  any  Government  does  not 
proceed  within  a  period  of  one  month  In  case  there  Is  a 
vacancy  to  appoint  a  member  of  the  Tribunal,  such  member 
shall  be  chosen  by  the  other  Government  from  the  two  persona 
mentioned  above  other  than  the  President." 

The  principle  of  choosing  by  lot,  suggested  In  the  text,  was 
adopted  in  1923  In  the  Pan-American  Treaty  for  the  Fadflc 
Settlement  of  Disputes. 
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ing  for  an  appeal,  possibly  to  the  Permanent 
Court  of  International  Justice  at  the  Hague. 

This  system  would  necessitate  the  estab¬ 
lishment  by  the  United  States  of  about 
twenty  claims  tribunals, — one  for  each  coun¬ 
try  in  Latin  America.  But  this  does  not 
mean  that  we  would  have  to  support  twenty 
judges.  For  the  time  being  five  judges  could 
probably  do  the  work.  Much  of  the  work 
could  be  done  at  some  central  point  like  Hav¬ 
ana.  The  annual  expense  of  such  a  system 
to  the  United  States  should  not  be  more 
than  $150,000  a  year  in  comparison  with 
the  $350,000  appropriated  this  year  by  Con¬ 
gress  for  the  United  States-Mexico  General 
Claims  Commission, — for  the  settlement  of 
claims  with  Mexico  alone.  $150,000  is  about 
a  tenth  of  the  cost  of  a  cruiser. 

Hitherto  it  has  been  the  practice'  of  the 
United  States  to  furnish  gratuitous  legal  ad¬ 
vice  to  citizens  bringing  claims  before  a 
claims  tribunal.  There  seems  to  be  no  just 
reason  why  the  parties  to  a  case  should  not 
assume  the  expense  of  counsel,  as  they  do 
in  proceedings  at  municipal  law. 

This  procedure,  which  utilizes  the  Direc¬ 
tor-General  of  the  Pan  American  Union  to 
receive  requests  for  setting  in  motion  the  ar¬ 
bitral  machinery  and  to  cast  a  lot,  in  case 
of  a  deadlock,  for  a  third  judge,  would  make 
the  establishment  of  continuous  arbitral 
machinery  practicable,  and  would  also  en¬ 
hance  the  authority  of  the  Pan  American 
Union. 

A  PROPOSED 
"COOLIDGE  DOCTRINE” 

Despite  the  establishment  of  such  mach¬ 
inery  for  the  settlement  of  disputes  affecting 
individuals,  the  need  for  intervention  in 
Latin  America  (as  well  as  elsewhere)  may 
arise.  Then  if  a  state  repeatedly  shows  bad 
faith  in  the  fulfillment  of  its  recognized  obli¬ 
gations,  or  if  it  shows  itself  chronically  un¬ 
able  to  maintain  order  with  the  result  that 
foreign  lives  are  constantly  endangered,  the 
outside  world  may  demand  intervention. 
But  the  United  States  must  face  the  question 
of  deciding  whether  it  should  remain  sole 
judge  of  whether  or  not  this  intervention 
should  take  place.  Despite  the  sincerity  and 
the  disinterestedness  which  has  usually 
prompted  the  American  Government  in  the 
past,  its  interferences  in  Latin  American 


affairs  have  brought  down  a  torrent  of  criti¬ 
cism,  which  undoubtedly  will  not  be  dim¬ 
inished  if  we  continue  this  policy  in  the 
future.  This  system  is  inherently  defective, 
simply  because  we  are,  ourselves,  both  a 
judge  and  party  to  the  same  case. 

The  Pan  American  Union  might  again  be 
utilized  to  diminish  this  criticism  without  im¬ 
pairing  our  interests.  President  Coolidge 
would  take  his  place  in  history  along  with 
President  Monroe,  if  either  at  the  Havana 
Conference  or  in  an  address  to  the  Congress 
of  the  United  States,  he  would  make  a  decla¬ 
ration  to  the  effect  that,  before  intervening 
in  any  Latin  American  state,  the  American 
Government  would  first  consult  with  the  Gov¬ 
erning  Board  of  the  Pan  American  Union, 
which  is  composed  of  the  diplomatic  repre¬ 
sentatives  of  the  Latin  American  states  in 
Washington.  The  American  Government 
need  not  be  bound  by  the  advice  of  this 
board;  its  only  obligation  should  be  that  of 
consultation. 

PRECEDENTS  FOR 

UNITED  STATES’  COOPERATION 

There  are  a  number  of  precedents  for  this 
form  of  cooperation.  In  1906  President 
Roosevelt  and  President  Diaz  of  Mexico  co¬ 
operated  in  bringing  about  peace  between 
the  Central  American  republics.^® 

In  1910  the  United  States,  Argentina  and 
Brazil  jointly  mediated  in  a  boundary  dis¬ 
pute  between  Ecuador  and  Peru.®^ 

In  1915  President  Wilson  invited  the 
“A.  B.  C.”  powers  to  mediate  between  the 
United  States  and  Mexico,  and  several  times 
thereafter  President  Wilson  asked  the  co¬ 
operation  of  the  Latin  American  states  in 
regard  to  action  concerning  Mexico.  The 
effect  of  this  cooperation  was  to  stimulate  a 
feeling  of  friendship  between  South  Amer¬ 
ica  and  the  United  States.®® 

There  is  no  doubt  but  that  the  enunciation 
of  such  a  Doctrine  and  the  establishment  of 
this  type  of  procedure  would  disarm  much  of 

38.  Foreign  Relatione  of  the  United  Statee^  1906,  p.  834. 

37.  Ibid.,  1910,  p.  438. 

38.  Cf.  “Pan  Americanism  and  the  Pan  American  Confer¬ 
ence.”  Foreiftn  Poiicy  Information  Service,  Vol.  Ill,  No.  19, 
November  25,  1927,  p.  280. 


U.  S.  AND  Latin  America 


the  hostility  and  suspicion  against  the  United 
States  in  Latin  America.  Should  a  majority 
of  the  Governing  Board  of  the  Pan  American 
Union  approve  the  intervention  of  the  United 
States,  the  country  concerned  would  know 
that  it  was  the  opinion  of  an  international 
and  relatively  impartial  body  of  men  that 
.sucli  intervention  was  justified,  and  foreign 
criticism  would  be  disarmed.  Under  these 
circumstances  the  United  States  would  act 
under  a  mandate  from  the  American  states. 
In  case  the  Governing  Board  of  the  Pan 
American  Union  should  di.sapprove  the  in¬ 
tervention,  the  State  Department  would  be 
given  an  opportunity  carefully  to  consider 
whether,  from  the  standpoint  of  American 
interests,  intervention  was  still  justified.  If 
the  United  States  should  proceed  to  inter¬ 
vene  against  the  wishes  of  the  Pan  American 
Union  it  must  be  admitted  that  great  opposi¬ 
tion  in  Latin  America  would  be  created 
against  the  United  States.  But  it  is  difficult 
to  believe  that  the  opposition  would  be  any 
greater  in  the  future  than  it  has  been  in 
the  past. 

In  short,  the  three  suggested  proposals, 
for  an  improvement  of  relations  between 
the  United  States  and  Latin  America,  are: 

1.  A  change  in  our  recognition  policy  so 
as  to  recognize  de  facto  governments; 


2.  The  establishment  of  a  permaneii| 
claims  tribunal  between  the  United  Stat«| 
and  Latin  American  countries  having  aaa 
nual  or  bi-annual  sessions; 

3.  A  Coolidge  doctrine  stating  that  thii 
United  States  will  not  intervene  in  Latilj 
American  affairs  without  consulting  tht 
Governing  Board  of  the  Pan  American^ 
Union.-''* 

It  is  believed  that  these  would  provide 
the  basis  of  a  new  Latin  American  policy 
which  would  preserve  the  Monroe  Doctrine 
and  the  interests  of  the  United  States, 
at  the  same  time  satisfy  the  legitimate  de¬ 
mands  of  Latin  America  and  conform  to  the 
best  international  methods  as  well  as  to  the 
historic  tradition  of  the  country  for  the 
orderly  and  pacific  settlement  of  interna¬ 
tional  disputes.  ^ 

The  difficulties  involved  in  the  successful  | 
application  of  these  proposals  are  readily  : 
recognized.  They  are  here  set  forth  merely 
as  suggestions  in  the  hope  that  they  may 
serve  as  the  basis  of  public  discussion  of  a 
problem  which  will  grow  in  importance  in 
the  future. 

39.  The  above  siiRtteations  <Io  not  ko  nearly  as  far  a.a  Presi- 
tlent  Wilson's  proposal  of  January  6th,  1916.  in  favor  of  a  j 
guarantee  of  the  political  independence  and  territorial  integrity  f 
of  the  States  of  America  and  an  agreement  for  investigation  ' 
and  arbitriition  of  all  disputes  between  American  States.  I 
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